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Corporate Overview

NGIE P

Founded in Chongaqing in 2004, Hanhua Financial Holding Co., Ltd.
(‘Hanhua Financial’, “Hanhua” or the “Company”, together with
its subsidiaries named as the “Group”, “we”, “our” or “us”) (Stock
Code: 3903) was listed on The Stock Exchange of Hong Kong
Limited (‘Hong Kong Stock Exchange”) via issue of H shares in
2014. At present, with a registered capital of RMB4.6 billion, total
assets of RMB14.9 billion and net assets of nearly RMB8.1 billion,
Hanhua Financial has become the leading comprehensive inclusive

finance group nationwide.

Hanhua obtained nine types of financial licenses including
commercial banking, assets management, financing guarantee,
micro credit, financial factoring, finance lease, financial asset
trading, etc., established a comprehensive financial service platform
integrating equity, credit and transaction to provide one-stop, full-
cycle and integrated financial services for micro, small and medium-
sized enterprises (‘MSMESs”).

Financing guarantee. Established in 2009, Hanhua Financing
Guarantee Co., Ltd. (“Hanhua Guarantee”) has a registered capital
of RMB3.5 billion with net assets of over RMB4 billion. It is a vice-
chairman unit of China Financing Guarantee Association. With 26
branches established across the country, Hanhua Guarantee is one
of China’s top ten players in the financing guarantee industry, with
the capital market rating of AA+. Hanhua Guarantee has provided
services to more than 50,000 MSMEs, and ranks among the first
nationwide in terms of the number of micro and small customers
and business coverage ratio.

Hanhua Financial Holding Co., Ltd.
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Micro credit. Hanhua Credit is composed of eight micro-credit
companies as well as institutions with functions such as information
consulting, asset management and credit services. By virtue of
the financial technology, Hanhua Credit offers “small amount and
dispersive” integrated financial services to micro enterprises,
individual businesses and entrepreneurial individuals through three
product lines, namely micro and small finance, standard finance,
and platform finance.

Commercial banking. Chongging Fumin Bank Co., Ltd. (‘Fumin
Bank”), established in August 2016, is the first private bank
in Central Western China as well as the first private bank
normally approved by the government. In line with its mission of
“supporting micro businesses & helping startups and enriching
the people & prospering the country”, Fumin Bank is committed
to offering inclusive financial services and serving micro and small-
sized enterprises, agriculture industry, rural areas and farmers,
communities as well as innovative startups. In order to better serve
its customers, Fumin Bank strives to innovate the service modes
and business models of digital inclusive finance. As at 31 December
2020, Fumin Bank had total assets of RMB53.18 billion, and net
profit of RMB216.4 million for the whole year of 2020. With an
issuer rating of AA+, Fumin Bank ranks among leading private
banks.

Financial asset management. Liaoning Fu’'an Financial Assets
Management Co., Ltd. (“Fu’an Asset”) has a registered capital
of RMB1 billion, and was filed with China Banking Regulatory
Commission (“CBRC”) in January 2018. It is the first mixed-
ownership financial asset management institution as well as the
second local asset management company in Liaoning Province.
Based in Liaoning and radiating across the country, Fu'an Asset
provides the financial institutions and enterprises with services like
transfer and disposal of non-performing assets, debt restructuring,
investment management, financing innovation, etc..
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Corporate Overview

NGIE P

Equity investment. Hanhua equity investment platform established a
platform for the combination of industrial capital and financial capital
linking to equity investment platform. With the unique investment
model integrating equity, loan, debt and guarantee, Hanhua Capital
Group, the equity investment platform under Hanhua Financial,
provides integrated services covering capital, fund and resources for
small and medium-sized enterprises (“SMEs”) with growth potential.
HWA Asset Management Limited, the asset management platform
under Hanhua Financial, holds a Type 9 (asset management) license
granted and regulated by the Securities and Futures Commission of
Hong Kong, and helps SMEs to take an active part in international
cooperation by offering cross-border asset management services.

Guided by the strategy of partnership finance, platform finance and
eco-finance and directed by the path of “sci-tech finance + industry-
finance synergy”, Hanhua Financial focuses on serving the real
economy and supporting MSMEs with inclusive financial services. It
aims to develop itself into a global leading player in digital inclusive
finance, and to “Establish a Chinese model for inclusive finance in
the world”.

Hanhua Financial Holding Co., Ltd.
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EXECUTIVE DIRECTORS

Mr. Zhang Guoxiang (Chairman)

Mr. Cui Weilan

Mr. Wang Dayong (Vice Chairman)
(Resigned on 23 October 2020)

NON-EXECUTIVE DIRECTORS

Ms. Liu Jiaoyang

Ms. Liu Tingrong

Ms. Wang Fangfei

Mr. Feng Yongxiang

Mr. Liu Bolin

Mr. Tu Jianhua (Resigned on 17 December 2020)

INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. Bai Qinxian
Mr. Deng Zhaoyu
Mr. Qian Shizheng
Mr. Ng Leung Sing
Mr. Yuan Xiaobin

SUPERVISORS

Mr. Li Ruping
Ms. Qin Yong
Mr. Chen Zhonghua

AUDIT COMMITTEE

Mr. Qian Shizheng (Independent Non-executive Director) (Chairman)
Ms. Liu Jiaoyang (Non-executive Director)
Mr. Yuan Xiaobin (Independent Non-executive Director)

NOMINATION AND REMUNERATION COMMITTEE

Mr. Deng Zhaoyu (Independent Non-executive Director) (Chairman)
Mr. Zhang Guoxiang (Executive Director)
Mr. Bai Qinxian (Independent Non-executive Director)
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Corporate Information

DNEER

STRATEGIC INVESTMENT COMMITTEE

Mr. Zhang Guoxiang (Executive Director) (Chairman)
Mr. Cui Weilan (Executive Director)
Mr. Deng Zhaoyu (Independent Non-executive Director)

RISK MANAGEMENT COMMITTEE

Mr. Zhang Guoxiang (Executive Director) (Chairman)
Mr. Cui Weilan (Executive Director)
Ms. Liu Tingrong (Non-executive Director)

COMPANY SECRETARY

Mr. Ren Weidong
AUTHORIZED REPRESENTATIVES

Mr. Cui Weilan (Executive Director)
Mr. Ren Weidong (Company Secretary)

REGISTERED OFFICE AND PRINCIPAL PLACE OF
BUSINESS IN THE PRC

6-9, Building 2, 11 East Honghu Road
Yubei District

Chongging

PRC

PRINCIPAL PLACE OF BUSINESS IN HONG KONG

Rm 1203, 12/F, Man Yee Building
68 Des Voeux Road Central
Hong Kong

Hanhua Financial Holding Co., Ltd.
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HEAD OFFICES IN THE PRC

1st Floor, Building A, No. 2 Fortune Tower
No. 15 Caifu Avenue

Chongging

PRC

and

No. 1 Beizhong Street, Inner Dongzhimen
Dongcheng District

Beijing

PRC

H SHARE REGISTRAR

Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17th Floor, Hopewell Centre

183 Queen’s Road East

Wanchai

Hong Kong

PRINCIPAL BANKERS

China Construction Bank Corporation (Headquarters)
No. 25 Financial Street

Xicheng District

Beijing

PRC

China Merchants Bank Co., Ltd. (Headquarters)
No. 7088 Shennan Boulevard

Futian District

Shenzhen

Guangdong Province

PRC
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Corporate Information

DNEER

AUDITOR

KPMG

Public Interest Entity Auditor registered in accordance with the
Financial Reporting Council Ordinance

Certified Public Accountants

LEGAL ADVISOR TO THE COMPANY

Jones Day

COMPANY’S WEBSITE

www.hanhua.com

STOCK CODE

3903

Hanhua Financial Holding Co., Ltd.
RESERPERAH

B ELED

EEHEHMEBAA

R BER DGR THEMIRF
@ BB Z HAD

HEDIAD

RAREEER
REEBEESFSEM

YNGR

www.hanhua.com

% 131X 5%

3903



Summary of Financial Data and Key Performance Indicators

MBBERERESE

=

EEEME

(Expressed in RMB million, unless otherwise stated) (Fr BB AN UARE T ELYIR)

% Increase/

(decrease)
of the
current year
compared
with
2020 2019 last year 2018 2017 2016
TELESF
2020% 2019 E (R % 20184 20175 2016%
Operating results RExE
Operating income EON 1,154.0 1,246.8 (7.4)  1,509.6 1,505.1 1,479.8
~ Net guarantee and consulting fee income —&1R &7 2 F KA 528.0 610.7 (13.5) 6745 631.4 755.4
~ Net interest and handling fee income ~ —FIS RFEBFUA 428.1 578.9 (26.0) 781.0 811.7 724.4
(Reversal)/provision for guarantee losses B EIEREEEES (12.5) (5.4) 1315 (1.1) 26.7 (39.7)
Impairment losses BERNEEX 198.0 1131 75.1 257.4 264.3 3729
Operating expenses BEY 674.1 756.3 (10.9) 815.2 7914 802.7
Net profit R 208.0 293.0 (29.0) 3285 3134 283.5
Profitability indicators BAENEER
Return on average total assets'" T BB ERREY 1.3% 1.6% (0.3 ppt 1.7% 1.7% 1.8%
BAE)
Return on average shareholders’ equity? i R % K= e 2,6% 3.7% (1.1 ppt 4.1% 4.0% 3.8%
BAE)
Cost to income ratio® B AMALL® 57.2% 59.6% (2.4 ppt 52.9% 51.5% 52.1%
BAE)
Scale indicators R
Total assets BEEGE 14,863.6  17,526.5 (15.2) 188457 189066  17,082.7
- Cash and cash equivalents -EBES 1,505.2 1,636.1 8.0  1,903.2 24364 35120
- Gross loans and advances - ERERRBNEE 22923  4,862.3 (52.9) 58453 8,065.3 8,014.7
to customers
- Gross receivables for factoring business  —JEXRIEFEH 1,292.9 1,706.5 (24.2)  2,399.9 1,659.9 602.2
Total liabilities BESE 6,766.7  9,613.9 (29.6) 10,9818 10,8350  9,603.6
Owner’s equity FEZER 8,096.9 7,912.6 2.3 7,863.9 8,071.6 7,479.1
Notes: PR
(1) Net profit divided by average balance of total assets as at the (1) JEFEBR AR R BRI BB ERTE

beginning and end of the year.

(2)  Net profit divided by average balance of shareholders’ equity as at the 2)
beginning and end of the year.

(8) Operating expenses after deducting “tax and surcharges” divided by 3)
operating income.

(4)  To facilitate comparison, some historical figures are restated on new (4)
calculation basis or logic.
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Chairman’s Report

ESRERE

2020 has been an unusual year with the COVID-19 epidemic
spreading across the globe and impacting every aspect of
economic, social and financial activities. In the face of such complex
business environment, the Company maintained its strategic focus
and strived to overcome adverse market factors by adopting
proactive initiatives. Meanwhile, the Company earnestly fulfilled its
social responsibility and gave back to the society with concrete
actions.

Applying a combination of measures, we contributed to the
fight against the COVID-19 epidemic. Since the outbreak of
the COVID-19 epidemic in 2020, the Company and Fumin Bank
donated an aggregate of RMB5.57 million for anti-epidemic, poverty
alleviation and education sponsorship, and launched a number of
business initiatives to help micro, small and medium customers
to cope with the impact of the epidemic. Hanhua Guarantee
made efforts to renew the loans expected to be due soon for its
customers; prioritized the loan applications of pharmaceutical
suppliers, medical device manufacturers and transportation and
logistics enterprises that were in urgent financing needs and relaxed
the financing guarantee conditions as appropriate; and cut the
guarantee fee rate for enterprises engaging in accommodation,
catering, logistics and transportation in Hubei and other severely
affected areas and enterprises engaging in the research and
development and supply of key materials for epidemic prevention
and control. Hanhua Credit introduced a series of emergency
measures for enterprises related to prevention and control of
epidemic or micro and small enterprises affected by the epidemic,
including adjustment of repayment plan, loan extension, interest
payment extension and partial interest reduction, etc.; and actively
cooperated with all cooperative institutions to jointly launch special
anti-epidemic supporting products for micro and small enterprises.
Through a wide array of initiatives, the Company supported nearly
ten thousand small and medium customers to resume work and
production, involving 300,000 jobs.

Hanhua Financial Holding Co., Ltd.
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Surmounting difficulties and challenges, all businesses
remained stable. While fully leveraging on its cutting edges to
provide financial “liquidity” support for MSMEs to combat the
COVID-19 epidemic, the Company has strived to cope with
the operational challenges brought by the epidemic. Firstly, the
Company further intensified the use of financial technology to
expand the digital online service model, and deeply integrated with
the industrial chain to reshape the risk control model. Secondly,
through a series of “performance management” measures,
the Company strengthened the risk management and control
awareness of all employees, strengthened the collection of historical
non-performing assets, and realized the stable operation of
various businesses. The asset quality of new businesses improved
significantly. As the existing customers have successfully weathered
the short-term liquidity crisis, the quality of various assets has
tended to be stable.

With integrity and innovation, we broke new ground in
business development. In 2020, the Company’s electronic bid
guarantee business and project performance guarantee business
continued to grow. The transaction amount of electronic bid
guarantee business reached RMB9,338.1 million, demonstrating
a rapid growth momentum. Benefiting from the rapid growth of
electronic guarantee business, the transaction amount of non-
financing guarantee business in 2020 amounted to RMB16,665.6
million, representing an increase of 91.2% as compared to 2019.
Fully capitalizing on its advantages in risk identification and
management capabilities, Hanhua Credit has significantly improved
its business processing efficiency and service capabilities by
continuously introducing technologies such as big data, artificial
intelligence and biometric identification, and the credit consulting
business model “based on market development and credit
assessment” has been continuously recognized by the market.
In 2020, revenue from credit consulting business amounted to
RMB194.3 million, representing a year-on-year increase of 56.4%; In
addition, the commercial bank initiated by the Company developed
rapidly, with profit contribution further enhanced.

Looking forward, the Group will continue to follow the guidance of
“partnership finance, platform finance and eco-finance” strategy,
uphold its original aspiration of inclusive finance and pursue
its mission of serving MSMEs. Meanwhile, it will adhere to the
development strategy of “sci-tech finance” and “industry finance”
synergy and continuously level up the organizational management.
While seizing the new opportunities arising from economic recovery
and rebuilding after the epidemic, the Group will make every effort
to build an inclusive finance service ecosystem and improve its
ability and level in serving the real economy, thus helping MSMEs to
achieve iterative upgrade.

Chairman’s Report
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Financial Highlights

MR

The financial information set out in this annual report was prepared
on a consolidated basis according to the Hong Kong Financial
Reporting Standards (“HKFRSs”). Unless otherwise stated, the
financial information of the Group is expressed in RMB million.

AEEREMEMBERTIAG G EE
HREEVBHREEN ([BRUBERSE
BADHRE BB AEEH
MHERUAREES TR

For the year ended 31 December

BZ12A31BLLEE
2020 2019
20204 20194

% of % of

operating operating

Amount income Amount income

(Expressed in RMB million, unless otherwise stated) 2 HEEKRA T EERA
(BRIBEFPIN UAREBETIR) % %

Operating results REEE

Net guarantee and consulting fee income ¥R RFEAEF WA 528.0 45.8 610.7 49.0
Net interest and handling fee income FERFEEBFURA 428.1 37.1 578.9 46.4
Net fee and interest income FFEEBRANEKRA 956.1 82.9 1,189.6 95.4
Net trading gain R 55z 721 6.2 0.9 0.1
Net foreign exchange (losses)/gains bE 5 F B (0.1) - 0.1 =
Other operating income, net Hth 2 3E F WA 125.9 10.9 56.2 45
Operating income EEWA 1,154.0 100.0 1,246.8 100.0
Reversal for guarantee losses BEERBEEES 12,5 1.1 5.4 0.4
Impairment losses BERBEEX (198.0) (17.1) (113.1) 9.1)
— Receivables for default payments — R ER (201.1) (17.4) 35 0.3
— Micro and small loan business —/MIEE %K 52.7 4.6 (104.7) (8.4)
- Entrusted loans —REEX (9.0) (0.8) (13.5) (1.1)
- Receivables for factoring business —BRRER (11.5) (1.0) 9.8 0.8
- Finance lease receivables — W EMRER (29.1) (2.5) 8.2) 0.7)
Operating expenses BEYH (674.1) (58.4) (756.3) (60.7)
- Operation and administrative expenses ~ — %K KEEE (660.0) (57.2) (742.5) (59.6)
- Tax and surcharges —H e Kb (14.1) (1.2) (13.8) (1.1
Other net losses H &5 18% 5 (48.9) (4.2) (12.2) (1.0)
Share of profits of associates Bt ERENRE 57.9 5.0 56.3 45
Share of losses of a joint venture BEDPERERK - - 4.3) (0.3)
Profit before taxation BRI E 303.4 26.4 422.6 33.8
Income tax expenses PR (95.4) (8.3) (129.6) (10.3)
Net profit for the year FEFRFNE 208.0 18.1 293.0 23.5

Hanhua Financial Holding Co., Ltd.
RESERPERAH



Since early 2016, the Group has abandoned the independent
development model of various business sectors and started to
adopt the “customer-oriented” strategy to expand business.
Externally, “single customer access and unified credit standard”
have been implemented through “customer exploration and risk
management” to improve the quality of customer service; internally,
with the objectives of “integration of functions and efficiency
enhancement”, it strengthened the integration of functions,
especially the mid-and-back office, for higher operating efficiency
and lower operating cost. Riding on the exploration and practice
in the past three years, the strategy was further strengthened in
2020, splitting the operation of the Group into four major business
segments, namely the partnership finance business segment, the
micro and small loan business segment, the capital investment and
management business segment and other segment.

Partnership finance business segment:

Partnership finance business segment mainly engages in the
provision of integrated financing services for SMEs clients covered
by the national operating network of the Group, which primarily
include credit guarantee, capital business (capital business mainly
includes receivables for factoring business, bill discount, entrusted
loans), financial assets management and other services.

Micro and small loan business segment:

Micro and small loan business segment consists of eight small loan
companies in Chongging, Chengdu, Tianjin, Shenyang, Nanning,
Guiyang, Nanjing and Shenzhen, as well as institutions with
functions such as information consulting, asset management and
credit services, with focus on offering “small-amount and dispersive”
integrated financial services to various micro and small enterprises,
individual business proprietors and individuals.

Capital investment and management business segment:
This segment provides capital investment services to certain SMEs

that have growth potential and value, by utilization of its own funds
and raising funds through cooperation with external institutions.

Financial Highlights
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Other segment:

This segment represents the aggregation of other business lines
and the operational results that undertake management functions of
the headquarters and cannot be completely divided into any of the
above segments.

The Group has continued to adjust the business structure and
customer structure, provide integrated financial services to MSMEs
and individuals based on the “customer-oriented” strategy. At the
same time, “performance management” has been used as a means
to enhance the risk control awareness of all staff. Assets quality of
new businesses improved significantly as admission criteria for new
customers was strengthened and management on collaterals was
stepped up. Meanwhile, the recovery of historical non-performing
assets was strengthened and achieved good progress.

In 2020, the net profit of the Group amounted to RMB208.0 million,
representing a decrease of RMB85.0 million or 29.0% as compared
to the net profit of RMB293.0 million for 2019, the analysis of which
is as follows:

° The commercial bank initiated by the Company
developed rapidly and further contributed to the profit of
the Group; further consolidated the micro and small loan
business segment and disposed of its subsidiary micro
and small loan company.

The Group and other six domestic institutions jointly
established Fumin Bank in 2016. The Company invested
RMB900.0 million in Fumin Bank for a 30% share of its
registered capital and became its largest shareholder. In
accordance with the requirements of accounting standards,
this investment is accounted for using the equity method by
the Company.
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Fumin Bank adhered to its position in the inclusive financial
market and focused on the digital development. With
products as its mean and business as its bridge, the Bank
actively initiated digital financial service business and service
innovation. By adhering to explore differentiated and specific
development path, the Bank achieved better results and social
benefits. The assets and liabilities maintained a balanced
growth trend in the past several years. As at 31 December
2020, Fumin Bank had a total asset of RMB53,177.2 million
(81 December 2019: RMB45,152.4 million) and a total liability
of RMB49,652.2 million (31 December 2019: RMB41,854.9
million). Meanwhile, its profitability remains stable. In 2020,
Fumin Bank achieved a net profit of RMB216.4 million,
accordingly, the Group recorded a related gain of RMB64.9
million in “share of profits of associates” in 2020.

In order to further consolidate the micro and small loan
business segment, the Group disposed of its 100% equity
interests in Heilongjiang Hanhua Internet Small Loan Co., Ltd.
(‘Heilongjiang Small Loan”) to external independent third
parties at a cash consideration of RMB358.8 million in April
2020, and recorded an investment income of approximately
RMB58.8 million in “other operating income, net”. Prior to the
transfer, the lending business of Heilongjiang Small Loan has
been fully undertaken by other qualified small loan companies
of the Group, and the development of the Group’s small loan
business would not be affected by the disposal.

Due to the impact of the “COVID-19 epidemic”, the scale
and income of traditional credit guarantee business
declined; but the electronic bid guarantee and project
performance guarantee business grew rapidly which
took the lead in the industry and expected to become
the new profit growth point for the Group’s guarantee
business.
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For the past few years, the Group has actively changed its
strategy for credit guarantee business from the traditional
single-customer retail model to the financial model of supply
chain for product wholesale, and shifted from the passive
business development model to the active marketing initiative
targeting core enterprises with high creditability and centering
on their upstream and downstream’s financing needs. The
Group manages the risk through control of information flow,
capital flow and cargo flow. Based on in-depth understanding
of market demand, the Group provided comprehensive
financial services for SMEs at different development stages
by taking advantage of its financial licenses covering different
areas and in reliance on its operating network covering a
majority of regions in the PRC.

Due to the impact of the “COVID-19 epidemic”, the business
was suspended in February and March 2020, and the
transaction amounts of various businesses were basically
negligible. With the gradual easing of the “COVID-19 epidemic”
and the gradual resumption of operation in various industries,
the traditional financing guarantee business and project
performance guarantee business resumed operation gradually
in late April and early May. Meanwhile, the Group did not have
any new bond guarantee business in 2020. As a result of the
combined impact, in 2020, the net guarantee and consulting
fee income generated by the credit guarantee business of the
partnership finance business segment was RMB528.0 million,
representing a decrease of RMB82.7 million or 13.5% as
compared with the net guarantee and consulting fee income of
RMB610.7 million in 2019.
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In order to effectively reduce the transaction costs of market
entities, reduce the burden of SMEs, simplify the transaction
process, improve the transaction efficiency and improve the
service function of the electronic bidding and procurement
platform, the Group took a forward-looking approach and
developed the electronic guarantee platform for bidding and
procurement at the end of 2018. Since the issuance of the
first electronic bid guarantee at the Dazhou Public Resources
Trading Centre, Sichuan Province in December 2018, the
electronic bid guarantee has been officially put into operation
in more than 120 urban public resources trading centres in 23
provinces across the country, including Sichuan, Shandong,
Zhejiang, Jiangsu, Anhui, Guangdong, Hunan and Shaanxi,
with rapid development. Despite the impact of the “COVID-19
epidemic”, the transaction amount of electronic bid guarantee
business in 2020 still reached RMB9,338.1 million, which
showed a rapid growth trend and expected to become a new
profit growth point for the Group’s guarantee business.

For the detailed information on various types of guarantee
business products in the partnership finance business
segment, please refer to the section pages 31 to 52 headed
“Management Discussion and Analysis” in this report.

Strengthened liquidity management, enhanced capital
usage efficiency. Meanwhile, credit consulting service
income relating to credit service output capability was
in the growth trend in the micro and small loan business
segment, and became a new source of business revenue.

In 2020, the Group took “liquidity safety” as the first premise of
capital management and business allocation to cope with the
complicated external operating environment. As there was no
seamless match between new external debt capital and debt
capital soon falling due, the Company has since January 2020
taken the initiative to downsize the scale of various capital
businesses and actively accumulated capital from business
repayments for the raising of funds to repay the corporate
bonds of RMB1,427.2 million due in June 2020. Accordingly,
the net interest and handling fee income from capital business
initiated with the Group’s own working capital (including
registered capital and external financing funds) declined to
RMB233.8 million, representing a decrease of RMB220.9
million or 48.6% as compared with RMB454.7 million in 2019.
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Meanwhile, in 2020, the Group adopted various measures to
strengthen liability and asset management to maintain a high
level of cash reserve. As at 31 December 2020, the balance
of cash and cash equivalents held by the Group amounted to
RMB1,505.2 million (31 December 2019: RMB1,636.1 million).

Since 2018, by taking advantage of the Group’s accumulated
experience, capabilities and strengths in micro and small loan
services, the micro and small loan business segment provided
credit consulting services to various financial institutions such
as external banks and trusts, including assistance in obtaining
clients, standardized risk assessment services and post-
loan management service, etc.. Certain service fee would
be charged based on services provided. In 2020, the net
interest and handling fee income of credit consulting services
business was RMB194.3 million, representing an increase of
RMB70.1 million, or 56.4% as compared with the net interest
and handling fee income of RMB124.2 million in 2019. This
is mainly attributable to increasing of assets volume under
management of credit consulting services business. In 2020,
the average monthly loan balance of the credit consulting
services business in the micro and small loan business
segment was RMB3,734.6 million, representing an increase
of RMB795.7 million, or 27.1% as compared with the average
monthly loan balance of RMB2,938.9 million in 2019.

For more information on the operating conditions of the capital
business of the Group, please refer to the capital business of
the partnership finance business segment on pages 52 to 58
and the micro and small loan business segment on pages 60
to 89 under the section headed “Management Discussion and
Analysis” in this report.

Due to the impact of “COVID-19 epidemic”, short-
term liquidity risk of certain customers were exposed.
The Company adopted a prudent valuation system and
increased the provision of impairment losses for various
assets.
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Since the outbreak of “COVID-19 epidemic”, the Group has
increased the use of financial technology internally since
the beginning of February, organized business teams and
risk management teams to conduct comprehensive risk
investigation on all stock businesses and properly collected,
organized and analyzed customer information. The Group
focused on customers in industries and regions severely
affected by the “COVID-19 epidemic”, comprehensively
sorted out and dynamically evaluated the impact of the
epidemic on the existing businesses, including the health of
core management team members and their family members,
corporate production and operation, supply and sales of raw
materials, repayment and potential risk factors. Externally, the
Group communicated with all partners (funding provider) to
jointly assess the operating status of customers, and provided
a variety of risk mitigation measures in a targeted manner,
including adjustment in repayment plans, loan extension,
interest payment extension and partial interest reduction, so as
to prevent the continuous deterioration of credit asset quality.
Meanwhile, the Group strengthened liquidity management
and continued to adhere to the “rigid payment” to safeguard
the interests of all partners. In response to the temporary and
emergency needs of certain customers, the Group properly
increased credit risk exposure and adopted the “guarantee
fees and interests reduction” method in fully assisting the
MSMEs to fully resume work and production.

With the “COVID-19 epidemic” gradually under control, all
industries gradually resumed work and production. Meanwhile,
governments at all levels introduced various incentives and
preferential measures for MSMEs. The gradual improvement
in economic situation would assist MSMEs to recover quickly.
After the Group’s comprehensive streamlining of existing
businesses, the short-term liquidity crisis of existing customers
was passed smoothly, and the quality of various assets was
stabilised.
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The Group assessed the potential future recoverability, recovery
amount and recovery time of receivables for default payments
and overdue capital business on an item-by-item basis, mainly
based on the collaterals and counter-guarantee provided by
clients, compared the present value of potentially recoverable
amount and carrying value and recognised the difference as
impairment losses for the period. As most of the Group’s
collaterals are assets related to commercial real estate and
land and the relatively stable prices in such assets in recent
years and the Group’s expectation of quick disposal of such
assets in the future by way of discount to recover cash quickly,
despite that most of the assets are covered by sufficient
collaterals, the Group made provision for impairment losses
of RMB250.7 million for various existing assets (including
receivables for default payments, entrusted loans, receivables
for factoring business and finance lease receivables) in 2020.
In 2020, the Group recorded a loss of RMB45.0 million from
disposal of various repossessed assets by way of discount,
which was recorded in “other net losses”.

For more information on the risk management and assets
quality indicators of the credit guarantee business in the
partnership finance business segment of the Group, please
refer to the section pages 48 to 51 headed “Management
Discussion and Analysis” in this report.

The quality of assets in the micro and small loan
business segment continued to be improved. The
balance and proportion of impaired loans both decreased
while both the provision rate and provision coverage rate
increased, indicating a further enhancement of anti-risk
capability.
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After the outbreak of “COVID-19 epidemic”, the policy
guidance issued by the governments vigorously encouraged
financial institutions to provide precision financial services
to enterprises related to prevention and control of epidemic
or micro and small enterprises affected by the epidemic.
As a privately-owned inclusive financial group that insists
on taking root in the real economy and serving micro and
small enterprises, the Group’s customers are mainly micro
and small enterprises and individual business proprietors,
which are engaged in industries such as “agriculture, rural
areas and farmers” and fast-moving consumer goods. Those
industries are not only the key industries for the guarantee
of daily suppliers during the epidemic, but are also the key
support objects of national policies due to the distributors
and shops in their supply chains are catering for the basic
needs of the people as well as those industries are playing an
important role in “maintaining supply and stabilising prices”
for people’s necessities. In this regard, the Group on one
hand has introduced a series of emergency measures for
enterprises related to prevention and control of epidemic or
micro and small enterprises affected by the epidemic, including
adjustment of repayment plan, loan extension, interest payment
extension and partial interest reduction, etc.; the Group on the
other hand actively cooperated with all cooperative institutions
to jointly launch special anti-epidemic supporting products
for micro and small enterprises, and assisted micro and small
enterprises with development potential to actively resume work
and production so as to ride through the tough period.

In previous years, the credit lending business in the micro and
small loan business segment was dominated by “pure credit”.
Since 2015, following five years of exploration, the micro
and small loan business segment has developed three major
business directions, namely “micro and small finance, standard
finance, and platform finance”, as well as core products
including “Kuaixiao Loan, Jiaye Loan, Jinshui Loan and Jigun
Loan”. In particular, the “Jiaye Loan” product, the collaterals
of which are the properties held by the borrowers, increased
the proportion of pledged housing in the asset portfolio. As at
31 December 2020, the balance of the “Jiaye Loan” business
amounted to RMB1,223.4 million, accounting for 73.9% of the
asset balance of credit lending services (31 December 2019:
76.2%).
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In 2020, in accordance with the overdue and impairment
characteristics of products in the micro and small loan
business, the Group made reversal for impairment losses of
RMB52.7 million, representing a decrease of RMB157.4 million
or 150.3% as compared with the provision for impairment
losses of RMB104.7 million in 2019. In 2020, the amount of
impairment losses charged to the current statement of profit
or loss was reversed, which is mainly due to the decrease of
RMB2,044.5 million in balance of credit lending business as
at 31 December 2020 and a higher proportion of the balance
of “Jiaye Loan” business to assets balance of credit lending
business, resulting in the significant decrease in the balance of
provision for impairment losses for the loan asset portfolio.

Provision rate indicates the Group’s level of reserve for the
micro and small credit business. As at 31 December 2020, the
balance of provision for impairment losses for micro and small
loan business segment was RMB94.6 million (31 December
2019: RMB190.8 million), and the provision rate and
provision coverage ratio were 5.7% and 284.1%, respectively
(81 December 2019: provision rate: 5.2%; provision coverage
ratio: 241.8%). The risk resistance was further enhanced.

For more information on the risk management and assets
quality indicators of the credit lending business in the micro
and small loan business segment of the Group, please refer to
the section pages 81 to 83 headed “Management Discussion
and Analysis” in this report.

With the continued enhancement in cost management,
the refined cost management system was gradually
formed, which resulted in the decline in operating
expenses.
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In 2020, the Group reported operating expenses of RMB674.1
million, representing a decrease of RMB82.2 million or 10.9%
as compared with the operating expenses of RMB756.3 million
in 2019. The decrease was mainly due to: (a) the continuous
enhancement of human resources management by the Group
and the continuous improvement of operational efficiency
through “process reconstruction and performance adjustment”,
resulting in the continuous decrease in the number of
employees. As at 31 December 2020, the total number of
employees of the Group was 1,377, representing a distinct
decrease as compared with the total number of employees of
1,607 as at 31 December 2019; (b) the Group commenced to
purchase commercial properties as offices to gradually phase
out the original leasing of offices in certain cities with business
since 2017. The operating expenses relating to office leasing
were declining following more commercial properties were
purchased and put into use; (c) after the “COVID-19 epidemic”,
governments at all levels have introduced specific relief and
preferential measures such as reduction or exemption of
various employee social insurance expenses borne by the
companies; (d) the Group continued to adopt cost optimization
management measures and actively reduced various non-
essential expenses. As the result of the combined impact
above, the operation and administrative expenses showed a
decline trend.

In 2020, the Group continued to adopt cost optimization
management measures to control expenses. As a result,
various expenses as a percentage of total operating expenses
remained stable without drastic fluctuations.
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Management Discussion and Analysis

BEE WA DA

BUSINESS AND FINANCIAL REVIEW

PARTNERSHIP FINANCE BUSINESS SEGMENT

Partnership finance business segment mainly engages in the
provision of integrated financing services for SME clients covered by
the national operating network of the Group, which primarily include
credit guarantee, capital business (capital business mainly includes
receivables for factoring business, bill discount, entrusted loans),
financial assets management and other services.

The following table sets forth the key performance indicators of the
partnership finance business segment of the Group:

KB MBEE
BHETBMERRED B

BHEREBERDBUAREEURE2H
MREBEK TEEREATNEERP
RESAUESBRREBBRTR TEBHE
ERER BESXK (BEXHIERR
RUYRRRE RBERE ZEEF) &
MEEERUREMRE -

TRV AEERHEBMEBERH DB
PR KA IRIR

For the year ended 31 December

BZ12A31BLLEE
2020 2019 Change
2020 20196 g

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFEIN UARBEETIIR) 7 3 3 B2 %
Operating results RexiE

Net guarantee and consulting fee income ¥R & HMEFUHA 528.0 610.7 (82.7) (13.5)
Net interest and handling fee income FERFEEFUA 214.8 266.5 (51.7) (19.4)
Net fee and interest income BRFEERAERA 742.8 877.2 (134.4) (15.9)
Net trading gains RGN 115.4 65.6 49.8 75.9
Other operating income, net Hih & EFWA 86.1 20.6 65.5 318.0
Operating income EEWA 944.3 963.4 (19.1) 2.0)
Reversal for guarantee losses BEEREELESD 125 5.4 7.1 1315
Impairment losses BEREEX (224.3) (7.9) 216.4 2,739.2
- Receivables for default payments -ERAER (201.1) 3.5 204.6 5,845.7
- Others —Hfh (23.2) (11.4) 11.8 1085
Operating expenses EEY (273.3) (337.2) (63.9) (19.0)
- Operation and administrative -2BREEB (264.3) (327.1) (62.8) (19.2)

expenses

- Tax and surcharges —He kHm (9.0) (10.1) 1.1 (10.9)
Share of profits/(losses) of associates BEtERERR 7.2 6.9) 14.1 204.3
Share of losses of a joint venture RECEREBX - 4.3 4.3 (100.0)
Profit before taxation BAIFS 466.4 612.5 (146.1) (23.9)

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

In 2020, profit before taxation of the partnership finance business
segment was RMB466.4 million, representing a decrease of
RMB146.1 million or 23.9% as compared with profit before taxation
of RMB612.5 million for 2019, of which:

e Due to the impact of the “COVID-19 epidemic”, the scale
and income of traditional credit guarantee business
continued to decline; but the electronic bid guarantee
and project performance guarantee business continued
to grow which took the lead in the industry and expected
to become the new profit growth point for the Group’s
guarantee business.

For the past few years, the Group has actively changed its
strategy for credit guarantee business from the traditional
single-customer retail model to the financial model of supply
chain for product wholesale, and shifted from the passive
business development model to the active marketing initiative
targeting core enterprises with high creditability and centering
on their upstream and downstream’s financing needs. The
Group manages the risk through control of information flow,
capital flow and cargo flow. Based on in-depth understanding
of market demand, the Group provided comprehensive
financial services for SMEs at different development stages
by taking advantage of its financial licenses covering different
areas and in reliance on its operating network covering a
majority of regions in the PRC.

Due to the impact of the “COVID-19 epidemic”, the business
was suspended in February and March 2020, and the
transaction amounts of various businesses were basically
negligible. With the gradual relief of the “COVID-19 epidemic”
and the gradual resumption of operation in various industries,
the traditional financing guarantee business and the electronic
bid guarantee and project performance guarantee business
resumed operation gradually in late April and early May.
Meanwhile, the Group did not have any new bond guarantee
business in 2020. As a result of the combined impact, the
net guarantee and consulting fee income generated by the
credit guarantee business of the partnership finance business
segment in 2020 was RMB528.0 million, representing a
decrease of RMB82.7 million or 13.5% as compared with the
net guarantee and consulting fee income of RMB610.7 million
for 2019.

B WA

2020F B S RMEBEH Y BEIRBA
FIHARBALI66.48 & T EH20190F B Al
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146 1B &0 BRIE23.9% o B :

e EIHBERIGE ERERARERHE
BREARBAZTRES EE
BERRARIEBNRRERFES
R-ERTEAEEML - FERRE
EEEREBHOINEERL-

MERAEBETHHARERERED
RERE HEKE-—TPTEHEN
MEmMLEHERSREASE
BERDHAREGEE DI EHE
REEREMZLEE BEZOD
EETHHOBEFR BBIEFESR
mBEER EMRKEERRR-ER
ABEBMEHROER L FAARE
EEETEEBN SRR WIKE
BEZTEABOHBEHNEERSE
RBEXRPNERETRBRREREHR
AU BIRTS -

HRX [FBEREE] FE  2020F2
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In order to effectively reduce the transaction costs of market
entities, reduce the burden of SMEs, simplify the transaction
process, improve the transaction efficiency and improve the
service function of the electronic bidding and procurement
platform, the Group took a forward-looking approach and
developed the electronic guarantee platform for bidding and
procurement at the end of 2018. Since the issuance of the
first electronic bid guarantee at the Dazhou Public Resources
Trading Centre, Sichuan Province in December 2018, the
electronic bid guarantee has been officially put into operation
in more than 120 urban public resources trading centres in 23
provinces across the country, including Sichuan, Shandong,
Zhejiang, Jiangsu, Anhui, Guangdong, Hunan and Shaanxi,
with rapid development. Despite the impact of the “COVID-19
epidemic”, the transaction amount of electronic bid guarantee
business in 2020 still reached RMB9,338.1 million, which
showed a rapid growth trend and expected to become a new
profit growth point for the Group’s guarantee business.

For the detailed information on various types of guarantee
business products, please refer to the section pages 31 to 52
headed “Management Discussion and Analysis” in this report.
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Management Discussion and Analysis

Benefiting from our active efforts in adjusting capital
business structure, gains generated from capital
gradually diversified and increased in addition to the
traditional interest income, such as net trading gains
arising from asset restructuring and merger and
acquisition.

The Group continuously enhanced liquidity management
and maintained a high level of cash reserve to cope with
the complex external operating environment. While the
level of liquidity increased, the balance of the capital of the
Group used for capital business has been decreased. As at
31 December 2020, the balance of the capital business of
the partnership finance business segment was RMB1,653.8
million, representing a decrease of RMB536.2 million or 24.5%
as compared with RMB2,190.0 million as at 31 December
2019. Meanwhile, in order to effectively improve assets quality,
the Group further elevated business entrance requirements,
strengthened risk management and proactively lowered the
charge rate to customers who met certain criteria. The above
factors have together contributed to the decreasing trend of
the net interest income generated by the capital business.
Net interest and handling fee income generated from the
partnership finance business segment in 2020 was RMB214.8
million, representing a decrease of RMB51.7 million or 19.4%
as compared with net interest and handing fee income of
RMB266.5 million for 2019.

Meanwhile, the Group provided customers with comprehensive
financial service solutions by taking advantage of its abundant
financial licenses and organising professional teams to actively
participate in the resources integration, reorganisation and
merger and acquisition of some of its customers. Regarding
this business, the Group provided capital of different amounts
based on project requirements and received revenues just
covered the capital cost during the use of capital. Most of the
revenue was represented by investment income and other
forms upon conclusion of the projects. In 2020, the partnership
finance business segment attained RMB115.4 million of net
trading gains through this business (2019: RMB65.6 million).

B WA

EBNEZTER BRERREELE
MABBRAZH BETELERFZHNT
AESSRE - WREEEAD 68
EENXZFRHES-
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Due to the impact of “COVID-19 epidemic”, short-
term liquidity risk of certain customers were exposed.
The Company adopted a prudent valuation system and
increased the provision of impairment losses for various
assets.

Since the outbreak of “COVID-19 epidemic”, the Group has
increased the use of financial technology internally since
the beginning of February, organized business teams and
risk management teams to conduct comprehensive risk
investigation on all stock businesses and properly collected,
organized and analyzed customer information. The Group
focused on customers in industries and regions severely
affected by the “COVID-19 epidemic”, comprehensively
sorted out and dynamically evaluated the impact of the
epidemic on the existing businesses, including the health of
core management team members and their family members,
corporate production and operation, supply and sales of raw
materials, repayment and potential risk factors. Externally, the
Group communicated with all partners (funding provider) to
jointly assess the operating status of customers, and provided
a variety of risk mitigation measures in a targeted manner,
including adjustment in repayment plans, loan extension,
interest payment extension and partial interest reduction, so as
to prevent the continuous deterioration of credit asset quality.
Meanwhile, the Group strengthened liquidity management
and continued to adhere to the “rigid payment” to safeguard
the interests of all partners. In response to the temporary and
emergency needs of certain customers, the Group properly
increased credit risk exposure and adopted the “guarantee
fees and interests reduction” method in fully assisting the
MSMEs to fully resume work and production.
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Management Discussion and Analysis

With the “COVID-19 epidemic” gradually under control, all
industries gradually resumed work and production. Meanwhile,
governments at all levels introduced various incentives and
preferential measures for MSMEs. The gradual improvement
in economic situation would assist MSMEs to recover quickly.
After the Group’s comprehensive streamlining of existing
businesses, the short-term liquidity crisis of existing customers
was passed smoothly, and the quality of various assets was
stabilised.

The Group assessed the recoverability, recovery amount
and recovery time of receivables for default payments on an
item-by-item basis, mainly based on the counter guarantee
provided by clients, compared the present value of potentially
recoverable amount and default amount and recognised the
difference as impairment losses of receivables for default
payments. As most of the Group’s collaterals are assets
related to commercial real estate and land and the relatively
stable prices in such assets in recent years and the Group’s
expectation of quick disposal of such assets in the future by
way of discount to recover cash quickly, despite that most
of receivables for default payments are covered by sufficient
collaterals with no substantive risk, the Group made provision
for impairment losses of RMB201.1 million for existing
receivables for default payments in 2020 (2019 : reversal for
impairment losses of RMB3.5 million). In addition, the Group
made provision for impairment losses totaling RMB23.2 million
for other business assets of the partnership finance business
segment for the current year (2019: RMB11.4 million).

For information on assets quality of each business of the
partnership finance business segment, please refer to pages
48 to 58 of this report.
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The refined cost management system was gradually
formed, various non-essential expenses continued to
be condensed, operation and administrative expenses
continued to decline.

In 2020, the total amount of operation and administrative
expenses generated by the partnership finance business
segment was RMB264.3 million, representing a decrease of
RMB62.8 million or 19.2% as compared with operation and
administrative expenses for this segment of RMB327.1 million
for 2019.

Since 2017, the provincial agencies of the partnership finance
business segment gradually began to purchase commercial
properties as a place of business, for the purpose of reducing
rent expenses and applying the cost saved to the construction
of human resources. With more commercial properties were
purchased and put into use, operating cost related to leasing
of office space was declining. After the “COVID-19 epidemic”,
governments at all levels have introduced specific relief and
preferential measures such as reduction or exemption of
various employee social insurance expenses borne by the
companies. Meanwhile, the Group continued to adopt cost
optimization management measures and actively reduced
various non-essential expenses. As the result of the combined
impact above, the operation and administrative expenses
declined.
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Management Discussion and Analysis

CREDIT GUARANTEE

Business expansion and products

The Group kept improving its product portfolio based on the
macroeconomic environment and market conditions, in combination
with needs of business development in the future, to provide
more diversified product support for business marketing. At the
same time, the Group revised and optimized some of its existing
products to meet market changes, and continuously improved
product popularity and competitiveness. In addition, the Group will
continue its product innovation. Such strategies will promote the
constant improvement of the Group’s business product portfolio.
The Group’s guarantee products primarily include guarantee for
direct financing and sale under repurchase agreement transactions
through bank and other fund channels; guarantees for bonds
issued on the stock exchange market, inter-bank markets and other
channels; and other forms of non-financing guarantees such as
electronic bid guarantee and pledge and performance guarantee for
projects.

The Group adhered to the principles of compliant operations and
“encouragements and discouragements”, and effectively integrated
the macroeconomic control policies and industry policies of the
government to develop the guarantee business in a prudent,
steady and appropriate manner. As at 31 December 2020, the
Group’s outstanding guarantee balance of the credit guarantee
business was RMB34,162.0 million, representing a decrease of
RMB3,683.4 million or 9.7% as compared with RMB37,845.4
million as at 31 December 2019. This was mainly due to a decrease
of RMB4,620.0 million in the outstanding guarantee balance as a
result of the gradual expiration and release of bond guarantees in
2020; and an increase of RMB1,835.3 million in the balance of non-
financing guarantee business benefiting from the development of
the electronic bid guarantee business.
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Management Discussion and Analysis
BB WD

The following table sets forth the key performance indicators of TEREINAMRARAREEREFSHER
the credit guarantee business of the partnership finance business SRHOBRECEAEREBNBRERIE

segment of the Group as at the dates indicated: =
As at 31 December
BZ12A318
2020 2019 Change
2020 2019F &

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHN UARBBETIIT) 28 i i AR %
Product distribution of outstanding ERBELRER I

guarantee:
Traditional financing guarantee BHRERER 6,738.0 7,636.7 (898.7) (11.8)
Bond guarantee EHFER 15,229.0 20,249.0 (5,020.0) (24.8)
Subtotal of financing guarantee MERRBRE NG 21,967.0 27,885.7 (5,918.7) (21.2)

balance
Re-guarantee BERAH - (400.0) (400.0) (100.0)
Outstanding traditional financing BRREERTRBE 6,738.0 7,636.7 (898.7) (11.8)

guarantee balance
Outstanding bond guarantee balance EHERERRE 15,229.0 19,849.0 (4,620.0) (23.3)
Outstanding financing guarantee MEERERBE 21,967.0 27,485.7 (5,518.7) (20.1)

balance
Outstanding non-financing FREERERBE 12,195.0 10,359.7 1,835.3 17.7

guarantee balance
Total outstanding guarantee balance TEREBEA 34,162.0 37,845.4 (3,683.4) 9.7)

32 Hanhua Financial Holding Co., Ltd.
RESERPERAH



Management Discussion and Analysis

Traditional financing guarantee business

Traditional financing guarantee business mainly includes bank
financing guarantee and other non-bank financing guarantee. The
Group is always committed to its mission of “serving SMEs and
individuals”. It strives to provide services to SMEs which meet
relevant credit qualifications. Since 2015, the Group gradually,
actively and orderly scaled down the top 10 high-risk industries
such as real estate development and the relevant construction and
installation and metal smelting industries in order to lower default
payments; at the same time, clients and business development
model were gradually changed by: (1) providing integrated financial
services to customers through the comparative advantages of
its wide range of financial licenses, business network across the
country, as well as flexible and efficient operation mechanism;
(2) offering financial services to SMEs at different stages of
development and intensely developing partnership finance with
capital investment as the tie in adopting the “capital + credit”
approach; (3) taking marketing initiatives to target core enterprises
with higher credibility, leveraging the sales network and financing
channels and networks of the core enterprises, and developing
standardized products to cater to the financing needs from both
upstream and downstream enterprises of the core enterprises,
thereby promoting the development of the supply chain financial
business model. This has facilitated the gradual transformation
of the Group from the marketing approach that targeted “single
customer” to the “supply chain model”.

Due to the impact of the “COVID-19 epidemic”, the business was
suspended in February and March 2020 with less transaction
amounts. With the gradual relief of the “COVID-19 epidemic” and
the gradual resumption of operation in various industries, the
transaction amount of traditional financing guarantee business
resumed gradually in late April and early May and showed a growth
trend. Meanwhile, the Group proactively raised the credit risk review
standards, resulting in some customers no longer meeting the
access requirements. The above factors have led to declines in the
transaction amount and outstanding balance of traditional financing
guarantee.

B WA

BRREEREHIZERRITEREE
RMEMIFRTEBEREER AKH
MREBEFATRBH PERREA] HE
e BNRNEEREEN T/ NEEREHR
RG> B20156Fth AEEE L THA
FEMREMERE MABNEERETE
EBARETRBRITE WRIDEOMN
REeER AR BFRETPREBOR
B ()BEHESZLENTHER
D EENEEBK BEARRNESHK
BT B LR EBE  BEREFRRMHALR
AEMNETBRE: QUEARERMES
RAEA+EEINADN BRERR /D
XETRKREBRESBRS A HE
EREHTSR: QEBDLHEAELILSW
BORE KRERLEENHEREME
TREBE BERBERELCER WRE
Ao hE] AR ONETHEENR
EFF ANBERUEERSBEBRA
EESASERBEHE[E—FFPIN
LHRAZE LM [HEEEN ] 8% -

BN [FEZIE] 2 2020628 38
BERE2EEIMRE £HEEERD B
EZEFTRBINETERUARSITEE
BEET ERmERREFELETENLIA
THE -5ALAZFLME WRERES-
M RE AEBEHREACGHARES
EE BEBLIBRPTE R EAEK
FTHRAXRGEAEFE FEESREERE
TREARE BBEETHRED-

Annual Report 2020
“BoBEFR

33



34

Management Discussion and Analysis

BEE WA DA

In 2020, the transaction amount of traditional financing
guarantee business was RMB7,865.2 million, representing a
decrease of RMB1,284.6 million or 14.0% as compared with
RMB9,149.8 million in 2019. As at 31 December 2020, the
Group’s outstanding balance of traditional financing guarantee
business was RMB6,738.0 million, representing a decrease of
RMB898.7 million or 11.8% as compared with RMB7,636.7
million as at 31 December 2019.

In the course of conducting business and risk review, the
Group has always adhered to the principle of “small amount
dispersion and reasonable installments”. As at 31 December
2020, the average balance of individual client for the Group’s
traditional financing guarantee business was RMB4.9 million
(31 December 2019: RMB5.1 million).

The following table sets forth the distribution of balance of
the traditional financing guarantee business by geographical
region as at the dates indicated:

2020 ESMBMERREBEEEAAR
#57.865.28 BT HE019F ZHEER R L
AR 1408H B LA TRARK
1,284.6 8 & 7T ' & 1814.0% ° & £2020F
12A31B - AEEERREERERRTE
BARB,738.05 & 7T 8201912 A31
A ARKE7636.78E8TL B ARE

e —

898.7H BT [E1811.8% °

EEGHEREREST REBBRE
By 6o 8] FA- & Z=2020
F12A31A AEEERMEERELE
FIrHERGEAARBLIIHE T (2019
F12A31H: ARKESABETT) ©

TREIRFARARERRERERETZ
@B D WEREBHREDMBER:

As at 31 December

HZ12R318
2020 2019
20204 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREBEZHN UARBBETIIT) 1AEEE % 2F 154855 %
Chongging EF 1,250.0 18.6 1,662.0 218
Liaoning BE 830.1 12.3 823.9 10.8
Sichuan m)l| 582.4 8.6 975.2 12.8
Jiangsu L& 557.1 8.3 701.8 9.2
Shandong IS 3535 5.2 617.0 8.1
Others Hip 3,164.9 47.0 2,856.8 37.3
Total &t 6,738.0 100.0 7,636.7 100.0

As at 31 December 2020, Chongging, Liaoning, Sichuan, Jiangsu
and Shandong were the five biggest markets in terms of proportion
in the aggregate balance of traditional financing guarantees,
amounting to 53.0%. The proportion of the five biggest markets in
the aggregate balance of traditional financing guarantees decreased
by approximately 9.7 percentage points as compared with 62.7%
as at 31 December 2019, representing a decrease in terms of
geographical concentration.
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Management Discussion and Analysis

The following table sets forth the distribution of balance of the
traditional financing guarantee business by industry as at the dates
indicated:

B WA

TREIIXFARARERRERERERZ
TEIADNEREBHESMIBR

As at 31 December

HZ12A31H

2020 2019

20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREEETLIT) k2 HHE% 3 14855 %
Commercial services HE 1,490.9 221 2,857.5 37.4
Construction BEZE 1,451.3 21.5 1,666.6 21.8
Manufacturing and processing BERNIE 1,057.6 15.7 1,634.4 214
Energy ED 367.0 55 3325 4.4
Public facilities investment AREBRERER 164.8 24 232.9 3.0

and management

Others Hity 2,206.4 32.8 9128 12.0
Total &t 6,738.0 100.0 7,636.7 100.0

As at 31 December 2020, the traditional financing guarantee
business mainly concentrated in commercial services, construction,
manufacturing and processing, energy and public facilities
investment and management in terms of proportion in the aggregate
balance of traditional financing guarantees. We always adhered
to the idea of “industry diversification” to avoid over-reliance on
a single industry. Meanwhile, in order to effectively spread risk,
our traditional financing guarantee business revolved around the
principles of “staying close to the livelihood of people, staying close
to industry and serving SMEs”, and provided active support for the
development of SMEs.

H E2020F12A31H  UFihE S rt & 1=
RBEADHFTE EEMEERERE
EEPERHE BHRE WERMITE &
BRAEREREREE MR REE
[TESBRINES BB —1TE¥0B
ERE REATERIYBER &M
ERAMEEREKEZEE (BIARE
BT EE RGP DEEINES BiRE
BN FRPEENEE-
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Management Discussion and Analysis

BEE WA DA

The following table sets forth the distribution of the collaterals
obtained by traditional financing guarantee business as at the dates
indicated:

TREIINFARAMEGRMERERERE
Vo N=Rik Y PaR i E P

As at 31 December

BZ12A31H
2020 2019
2020% 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAIN UARBEETIIR) 7 HHEE% i 14858 %
Unsecured guarantee BERER 1,837.6 27.3 3,361.1 44.0
Secured guarantee BEFER 4,900.4 72.7 4,275.6 56.0
- Land and buildings —THRET 1,914.6 28.4 2,409.0 31.6
- Trade receivables and equity interests — R R R BR i 2,779.1 41.2 1,635.0 214
- Others —HAh 206.7 3.1 231.6 3.0
Total &it 6,738.0 100.0 7,636.7 100.0

Since 2015, the Group has intensified its R&D and promotion of
standardized products, and gradually formed two product lines:
standardization and individualization. The Group formulated specific
credit extension guideline, operational procedure, pledge policy,
charging policy and post-guarantee management requirements
based on different product characteristics, customer groups,
and funding channels. For individualized products, in accordance
with the retrospective review of defaulting customers in the past
and historical recovery collection, sufficient collateral is of great
significance to risk management. Therefore, the Group constantly
adjusts its credit extension tactics to enhance the secondary
repayment source by obtaining collaterals while focusing on the
primary repayment source of customers. As at 31 December
2020, the overall pledge rate of the individualized product balance
accounted for 78.2% (31 December 2019: 71.2%) of the Group’s
traditional financing guarantee products. The standardized products
are designed, primarily according to the operating characteristics,
fund flow and circulation characteristics of a particular industry. The
Group weakens the specific collateral-based methods and promotes
its business in batches by managing the “information flow, capital
flow and cargo flow” mainly with the supply and engagement of
partners. As at 31 December 2020, the secured guarantee business
accounted for 72.7% of the traditional financing guarantee business
(81 December 2019: 56.0%).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis
EEENWmED T

The following table sets forth the distribution of balance of the
traditional financing guarantee business by risk exposure as at the
dates indicated:

TREIIN AR B BRERROE D8 E
REBMEBEEREGHRE DM

As at 31 December

HZ12A31H
2020 2019
20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREFEHEIIN UAREFETLHIR) 2H HHEE% o8 1545 %
Less than RMB3 million AREIABTUA 2,339.3 34.7 2,023.1 26.5
Over RMB3 million to RMB5 million ARESHETLIA LR 916.8 13.6 1,201.4 15.7
ARESEETL
Over RMB5 million to RMB10 million ARBSHELUEE 1,427.7 21.2 1,655.8 21.7
AREAI0BET
Over RMB10 milion to RMB30 milion ~ ARB10EETU LE 1,303.2 19.3 1,599.6 20.9
ARBI0EETT
Over RMB30 million ARE0BFETUL 751.0 1.2 1,156.8 15.2
Total &% 6,738.0 100.0 7,636.7 100.0

While continuing to work with high-quality SME customers, the
Group strengthened its cooperation with quality companies such
as Top 100 Enterprises, leading industry companies and high-
quality listed companies. In the course of conducting business
and risk review, the Group has always adhered to the principle
of “small amount dispersion and reasonable installments”. As at
31 December 2020, the balance of guarantees for SME customers
within the Group’s outstanding guarantee balance of traditional
financing guarantee business of less than RMB10.0 million was
RMB4,683.8 million (31 December 2019: RMB4,880.3 million),
accounting for 69.5% (31 December 2019: 63.9%).

REBGEREFHIREBEHR NLERP
AEMRE  MEHE[HARCE]SEED
¥ TEREECENEE EMARMNAE-.
EEKHAEMRBEE SR HREHE [/
BEOR &7 RAI- 8 ZE2020412
A31B AEEBEHRMERRERKREL
ARBI0OOBETTA TR/ NECERFE
1Re4EE B AR ¥4,683.88 87T (2019512
A31H: AR¥4,880.3B & T)  EREEE
15 H69.5% (2019412 A31H :63.9% ) °
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Management Discussion and Analysis

BEE WA DA

The following table sets forth the distribution of the remaining

TREIRFARABEGEREEREER

maturity of the traditional financing guarantee business as at the EREIHAR FE 0 R 1B 00 -
dates indicated:
As at 31 December
BZ12A31H
2020 2019

2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREFETLIT) k2 A8 % 3 1458 %
Due within six months 618 A A 2,669.1 39.6 3,399.4 445
Due over six months up to one year 6fE AUA F =15 3,189.7 47.3 3,361.1 44.0
Due over one year up to two years 1FA 22 528.9 7.8 133.1 1.7
Due over two years up to three years 2FENFEIF 215.7 3.2 421.4 5.5
Due over three years SEL L 134.6 2.1 3217 43
Total A&t 6,738.0 100.0 7,636.7 100.0

The Group focuses on providing short-term guarantees to respond
quickly to changes in market and customer. As at 31 December
2020, the balance due within one year of the Group’s traditional
financing guarantee business accounted for 86.9% (31 December
2019: 88.5%).

Bond guarantee business

Currently, “Hanhua Financing Guarantee Co., Ltd.”, mainly engaged
in financing guarantee services of the Group, received an “AA+”
long-term corporate rating with positive outlook from Pengyuan
Credit Rating Co., Ltd., Shanghai Brilliance Credit Rating & Investors
Service Co., Ltd., China Lianhe Credit Rating Co., Ltd. and Dagong
Global Credit Rating Co., Ltd., respectively.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

As at 31 December 2020, the Group provided guarantee services
for a total of 30 bonds worth of RMB15,229.0 million, representing
a decrease of RMB5,020.0 million or 24.8% as compared with the
guarantee balance of RMB20,249.0 million as at 31 December
2019. The decrease was due to the successful release of certain
bond guarantees upon maturity of relevant bonds. Most issuers of
the bonds guaranteed by the Group started to repay the principal in
installments in the third year from the issuance year to reduce their
pressure to repay the principal and the interest in one lump sum at
maturity; In addition, the Group did not provide any guarantee for
new bonds in 2020 (2019: RMB1,049.0 million).

The following table sets forth the Group’s outstanding bond
guarantee balance by region of issuer as at the dates indicated:

B WA

HZ2020F12A318 A& B Xt A
SOREHFHFTARK15,220.088 T
REERRE  K2019F12A831H E R
#%E ARE20,249.08 B LR ARE
5,020.0B B L & 1824.8% ' E TR
REBEPEHFHNEXIDER - A EBIER
WESEEBY BRBHEHFB BT
FERBTENE=ZFHRESHEER
FARE URDETARB -AEER
NEWEN I 20206  REBRA
BMBETESFREER(2019F: AR
#1,049.08&8 L) °

TREINRXFAFRABPAEERERESZ
TTAFTB IR AT AT VB S IEREAER -

As at 31 December

HZ12A31H

2020 2019

20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREFHEIN UAREFETLHIR) 2H A% 8 1HA5E %
Hunan HE 4,320.0 28.4 5,140.0 25.4
Jiangsu T E 3,780.0 24.8 5,070.0 25.0
Tianjin = 1,260.0 8.3 1,680.0 8.3
Chongging BE 1,229.0 8.1 1,589.0 7.8
Jiangxi i 1,140.0 7.5 1,520.0 75
Others Hi 3,500.0 229 5,250.0 26.0
Total &t 15,229.0 100.0 20,249.0 100.0

AR B R BT B &R AL I FE B A 13
BYauiTmeXErEfHER T8
RETRBBTHNRREFERER-

The Group only provides guarantees for enterprise bonds issued by
the investment and financing platforms established and controlled
by local governments, and does not involve in corporate bonds
issued by listed companies.
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Management Discussion and Analysis

BEE WA DA

Before the issuance of the Notice on Further Regulating the Debt
Financing Behavior of Local Governments (CY [2017] No. 50)
(“Circular 50”), the basic access requirements for the bonds by
investment and financing platforms of local governments (“City
Investment Bonds”) are: the issuer rating is at least AA-, the
general budget revenue of local government where the issuer
subordinates is more than RMB700.0 million, the said local
government issues three sets of documents in respect of counter-
guarantee measures, the use of funds raised from bonds is a
project within the budget of local government, and the repayment
of principal and interest of bonds is included in the annual financial
budget of local government or be funded by financial funds. After
the issuance of Circular 50, the Group, in conjunction with relevant
policies and market conditions, requested the issuer to supplement
counter-guarantee measures on projects that the guarantee letter
has signed and the counter-guarantee measures were expected
to weaken, and achieved positive results. On the other hand, the
Group adjusted the credit extension policy on guarantees for City
Investment Bonds, and further increased the access requirements:
the issuer rating is at least AA, the general budget revenue of
local government where the issuer subordinates is more than
RMB1,000.0 million, and the counter-guarantee measures are
based on “the receivables of local governments with ownership
subject to the recognition of credit-issuing entity, supplemented
by sufficient and easily-realizable collaterals”, while requesting the
project expenditures corresponding to receivables with confirmed
pledge must be included in the government budget. Additionally,
following the implementation of the Regulations on the Supervision
and Administration of Financing Guarantee Companies (the
“‘Regulations”) in October 2017, the Group has uniformly adjusted
the amount of guarantees for individual bond to not exceed
RMB400.0 million.

As at 31 December 2020, Hunan, Jiangsu, Tianjin, Chongaging and
Jiangxi were the main places in terms of proportion in the balance
of bond guarantees, and over 91% of the bonds guaranteed by the
Group had AA or higher issuer rating.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis
EEENWmED T

The following table sets forth the distribution of the bond guarantee TREVNNRFATBBRESEREBRIRT
business by industry as at the dates indicated: ¥EOoMERIMIBR:

As at 31 December

BZ12A31H
2020 2019
20204 20194

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREEETLIIT) 2H A% k2. 154858 %
Public facilities investment and AEFHRENEE 7,939.0 52.1 9,829.0 485

management
Household goods RA 3,930.0 25.8 5,240.0 25.9
Construction BEX 1,860.0 12.2 2,730.0 13.5
Public management and social NEERET ALY 1,360.0 8.9 1,740.0 8.6

organization
Others Hi 140.0 1.0 710.0 35
Total &3t 15,229.0 100.0 20,249.0 100.0

The following table sets forth the distribution of the collaterals TERIIARMTEHHABESEREBHBER
obtained by bond guarantee business as at the dates indicated: WEZERY D MIER -

As at 31 December

HZ12A318

2020 2019

2020% 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REPEFHIN UARKBETIIT) k3] HAEE% 7. 14855 %
Unsecured guarantee EHRER 2,700.0 17.7 3,560.0 17.6
Secured guarantee BHEMER 12,529.0 82.3 16,689.0 82.4
- Land and buildings - T RETF 5,450.0 35.8 7,290.0 36.0
- Trade receivables and equity interests ~ — B BR X Rk Ak 48 7,079.0 46.5 9,399.0 46.4
Total &it 15,229.0 100.0 20,249.0 100.0
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Management Discussion and Analysis

BEE WA DA

As at 31 December 2020, the collateral coverage rate of the bond
guarantee business was 82.3%. The bonds guaranteed by the
Group were rated high and the associated risks were relatively low.
In terms of debt business, the Group requires the business team
and the risk management team to perform regular post-guarantee
management quarterly per annum, and perform additional post-
guarantee management procedures within 15 days after the
disclosure of issuer’s annual financial report and 45 days before the
principal and interest payment date of corresponding bonds. Due
to the tightening liquidity of external capital market and the context
of “de-leverage”, non-standard debt financing of some platforms
with weaker qualification defaulted. On 19 June 2018, the Group
issued the Notice on Full and Substantial Resumption of Debt
Guarantee Business ((BIREEERREKETEZEETEHERD
BH1) ) (the “Notice”), which requires all business institutions to
carry out comprehensive review on stock debt projects in respect
of issuers’ creditability, progress of fundraising projects, use of
raised funds, counter-guarantee measures, local financial situation
and changes in the financing environment, and the stability of the
financing platform itself. All business institutions strictly implemented
the Notice, and formed special post-guarantee management report
within the specified time and submitted to the financing business
review committee for consideration. According to the review results,
the creditability of issuers experienced no significant change as
compared with that at initial credit granting; most of the fundraising
projects have been completed; the counter-guarantee measures
required in credit resolution had no signs of weakening; and local
financial situation and financing environment had no significant
and adverse changes. The bond issuers guaranteed by the Group
are the first or second largest platform in the region with strong
stability and good payment history. According to the Group’s
comprehensive review on each bond, as at the date of approval of
this report, there is no significant potential default risk in the bond
guarantee business.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis
EEENWmED T

The following table sets forth the distribution of the remaining
maturity of the bond guarantee business as at the dates indicated:

TREINATAREFBEREBH G
B R D MR -

As at 31 December

BZ12A318
2020 2019
20204 2019F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAIN DAREBETIIR) k3] 4B % 2H 154858 %
From 1 January 2020 to 2020F1 A1 E - - 4,940.0 24.4
31 December 2020 2020128318
From 1 January 2021 to 2021F1A1BE 4,330.0 28.4 4,410.0 21.8
31 December 2021 2021412A31H
From 1 January 2022 to 2022F1H1RZE 4,639.8 30.5 4,639.8 22.9
31 December 2022 2022 12A31H
From 1 January 2023 to 20283F1A1RZE 4,409.8 29.0 4,409.8 21.8
31 December 2023 2023%F12A31H
From 1 January 2024 to 20241A18% 1,069.8 7.0 1,069.8 5.3
31 December 2024 2024%12A31H
From 1 January 2025 to 20251H1HZ 569.8 3.7 569.8 2.8
31 December 2025 2025%12A31H
After 1 January 2026 2026F1 A1H LA 209.8 1.4 209.8 1.0
Total A%t 15,229.0 100.0 20,249.0 100.0

The maximum period of the bonds guaranteed by the Company is
seven years, and issuers of most bonds begin to repay the principal
gradually since the third year, in order to relieve the pressures for
repayment of the principal due on one-off basis. In terms of the
balance of a single bond, the outstanding bond guarantee balance
will show a declining trend year by year. As at the date of approval
of this report, the principal and interest of all the City Investment
Bonds guaranteed by the Group have been normally repaid, without

any exception.

EREBEFERBEER/LSF BRI
MBEBARE=FHABETARLER
RE AR ETAEBEFIH KK
BERNESNEN -REZESFHREME -
HEHFEREGHRBEZZF TIRBE -
BEARESHAETNERZA AREER
BMAEBRREFHEEEANE KRR
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Management Discussion and Analysis

BEE WA DA

Non-financing guarantee

The Group also offers non-financing guarantee services whereby the
Group acts as the guarantor and undertakes to pay one party (i.e.
the creditor) a certain amount if another party (i.e. the principal) fails
to meet certain obligations (such as fulfilling the terms of a contract).
To reduce the Group’s credit risks, the Group requires business
owners or controlling persons of the principal to provide counter-
guarantees, which make them jointly and severally liable together
with the principal when the Group incurs a loss. The non-financing
guarantee product mainly comprises electronic bid guarantee and
project performance guarantee (collectively, the “non-financing
guarantee business”).

To meet the demands for “project performance guarantee” by
the construction industry, the Group designed specific products
by taking into account the operating features of the construction
industry, and assisted a number of construction and engineering
construction enterprises which met certain qualifications in their
business expansion by issuing “bid guarantee, performance
guarantee and prepayment guarantee”.

In order to effectively reduce the transaction costs of market
entities, reduce the burden of SMEs, simplify the transaction
process, improve the transaction efficiency and improve the service
function of the electronic bidding and procurement platform,
the Group took a forward-looking approach and developed the
electronic guarantee platform for bidding and procurement at the
end of 2018. Since the issuance of the first electronic bid guarantee
at the Dazhou Public Resources Trading Centre, Sichuan Province
in December 2018, the electronic bid guarantee has been officially
put into operation in more than 120 urban public resources trading
centres in 23 provinces across the country, including Sichuan,
Shandong, Zhejiang, Jiangsu, Anhui, Guangdong, Hunan and
Shaanxi, with rapid development.

Due to the impact of the “COVID-19 epidemic”, the business was
suspended in February and March 2020. With the gradual relief of
the “COVID-19 epidemic” and the gradual resumption of operation
in various industries, the non-financing guarantee business finally
resumed operation gradually in May. However, benefiting from
the rapid growth of electronic bid guarantee, the non-financing
guarantee business still showed a rapid development trend in 2020.
The transaction amount of the non-financing guarantee business
in 2020 was RMB16,665.6 million, representing an increase of
RMB7,950.7 million or 91.2% as compared with RMB8,714.9 million
in 2019. As at 31 December 2020, the balance of non-financing
guarantee business was RMB12,195.0 million, representing an
increase of RMB1,835.3 million or 17.7% as compared with
RMB10,359.7 million as at 31 December 2019.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

In the course of conducting non-financing guarantee business, the
Group still adhered to the principle of “small amount dispersion and
reasonable installments”. As at 31 December 2020, the average
balance of individual client for the Group’s non-financing guarantee
business was RMB2.4 million (31 December 2019: RMB10.3
million). The significant decrease in the average balance of individual
client of the non-financing guarantee business was mainly due to
the rapid growth in 2020 of electronic bid guarantee business the
transactions of which were in small amount.

The following table sets forth the distribution of the non-financing
guarantee business by geographical region as at the dates
indicated:

B WA

IMEEREEHABRBEY NEED
RBRH[NEIH - GESHIMERA-
H E2020F12831B AEBEIEREE
REBEPEHAERBERARK2.48
B0 (2019F12A31H: AR¥10.38
B FMEEREBELPFHERR
HEKE TR £BREN2020FF T
WERKREBERAR MZEEBE
FEBBETR )

TRFINXARABIEREEREHZ
e E D ERDMHEBR:

As at 31 December

BZ12R318

2020 2019

20204 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BEBEZHN UARBBETIIT) 28 HAEEE% 2H 154855 %
Sichuan il 2,436.4 20.0 2,170.9 21.0
Chongaing E- 1,594.5 13.1 3,217.5 3141
Liaoning EE 1,372.4 11.3 911.2 8.8
Zhejiang T 1,034.0 8.5 791.3 7.6
Jiangsu T E 908.2 7.4 455.8 4.4
Others Hith 4,849.5 39.7 2,813.0 27.1
Total =) 12,195.0 100.0 10,359.7 100.0

As at 31 December 2020, Sichuan, Chongging, Liaoning, Zhejiang
and Jiangsu were the five biggest markets in terms of proportion in
the aggregate balance of non-financing guarantees, amounting to
60.3%. The proportion of the five biggest markets in the aggregate
balance of non-financing guarantees was lower as compared with
79.6% as at 31 December 2019, representing a decrease in terms
of geographical concentration.

B E2020F 128318 AR B ERE
HAMhESHFE T -EEF -BEE-
MITIRITIHRABFEBEEREBMNAIARKN
Mm% BT L 5l 560.3% @ £22019F12 A
S1HIEBMERREBBREN AR EAT
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BEE WA DA

The following table sets forth the distribution of balance of the non-
financing guarantee business by risk exposure as at the dates
indicated:

TREINRXARBHRARBAE D
FREEREGHRED M

As at 31 December

HZ12A31H
2020 2019
20204 2019F

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREFETLIT) A8 % 3 154 %
Less than RMB3 million AREIAETUA 5,221.9 42.8 1,5680.3 15.3
Over RMB3 million to RMB5 million ARBIRELU LS 940.2 7.7 985.1 9.5

ARBSEETL
Over RMB5 million to RMB10 million ARBSHELUEE 1,585.1 13.0 1,808.9 17.5

ARB10BET
Over RMB10 million to RMB30 million ARBEI0BETULE 2,710.6 22.2 3,691.1 35.6

AREIBEET
Over RMB30 million ARBOBEETLMUE 1,737.2 14.3 2,294.3 22.1
Total a5t 12,195.0 100.0 10,359.7 100.0

In the course of conducting business and risk review, the Group
has always adhered to the principle of “small amount dispersion
and reasonable installments”. The amount of each transaction of
the electronic bid guarantee business is relatively small, usually
within RMB2 million. Benefiting from the rapid growth of electronic
bid guarantee business, the non-financing guarantee business
with guarantee amount of each transaction less than RMB10.0
million grew both in terms of business balance and proportion. As
at 31 December 2020, the balance of non-financing guarantee
business with guarantee amount of each transaction less than
RMB10.0 million was RMB7,747.2 million (31 December 2019:
RMB4,374.3 million), accounting for 63.5% of the total balance of
non-financing guarantee business (31 December 2019: 42.3%).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

B WA

The following table sets forth the distribution of the remaining TREINRFARBBAEREEZEREBLF
maturity of the non-financing guarantee business as at the dates BREIBARE R DM IE R
indicated:

As at 31 December

BZ12A31H8
2020 2019
2020% 2019%F

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREEETLIT) k2 A5 % 3 154858 %
Due within six months 618 A AR 7,268.0 59.6 4,249 1 41.0
Due over six months up to one year 6 AA EZ15E 2,720.7 22.3 3,398.5 32.8
Due over one year up to two years 1F L EE26F 1,634.8 13.4 2,314.0 22.3
Due over two years up to three years 2ELNFE3F 512.7 4,2 351.5 3.4
Due over three years SFELE 58.8 0.5 46.6 0.5
Total A5t 12,195.0 100.0 10,359.7 100.0

The guarantee period of electronic bid guarantee is relatively

short, and the guarantee period of most of electronic bid
guarantee business is within 180 days. As the principals of project
performance guarantee business are all building and construction
enterprises above certain rating and engaging in big construction
projects with a relatively long construction period, the period of
guarantee provided to them normally ranges from one to two
years. Benefiting from the rapid growth of electronic bid guarantee
business, the balance of non-financing guarantee business due
within one year increased rapidly. As at 31 December 2020, the
balance of non-financing guarantee business due within one year
was RMB9,988.7 million (31 December 2019: RMB7,647.6 million),
accounting for 81.9% of the balance of non-financing guarantee
business (31 December 2019: 73.8%).

EFHRERIMNRERRBHEEL £
RESD EBERAREISORUA: T
BEOEREENZAANYE—TFR
IWEMZE - mIGE BE2EMNTRE
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FXEREFRERRUEBHRIRIE
RIMEEREBBEMEAANT RN
#R B R R 1B o H £22020F12 8318 -
FRMEEREL M EAREI BN ETE
#E8 A AR¥0,088.7H B T (2019412
A31B: ARM7647.6E &) » (h3ER
BEREBHRBEHOLA A81.9% (2019
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BEE WA DA

Risk management and assets quality AREEREELEE

The following table sets forth the key risk indicators of the credit TR RFERAEBZHEREK
guarantee business of the Group as at the years indicated: EEERRRESES:

For the year ended 31 December

BZ12BBLEE
2020 2019 Change
2020%F 20195 2%

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) 28 i i I=¥iy:4
Default rate!" RE=EO 0.6% 0.5% 0.1 ppt =

B
Default payments BHNHK 171.8 121.7 50.1 412
Guarantees released ERBRER 28,614.2 25,162.3 3,451.9 13.7
Loss ratio? BAZO 0.7% = 0.7 ppt =

BOE
Provision/(reversal) for impairment iR/ (ER)mEk 201.1 (3.5) 204.6 5,845.7

losses for receivables for REFEEREBX
default payments

Guarantees released BRRER 28,614.2 25,162.3 3,451.9 13.7
Recovery rate® [E g b @ 68.8% 106.5% (37.7 ppt -

B
Recovered amount EIl & 118.2 129.6 (11.4) 8.8)
Default payments BHRR 171.8 121.7 50.1 412

As at 31 December
BZ12A318
2020 2019 Change
2020%F 2019%F 28

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REETAIN DAREBETIIR) 28 2F 2 BAH
Provision rate® BEze 1.0% 1.0% - -
Provisions for guarantee losses EREEEGESHBRE 358.6 3711 (12.5) (3.4)
Total outstanding guarantee balance BERGBE 34,162.0 37,845.4 (3,683.4) (9.7)

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Notes:

(1) Default payments made on behalf of defaulting clients divided by
guarantee released.

The Group did not include the default payment for the principal and
interest of a targeted debt financing instrument when calculating
relevant indicators of the Group’s credit guarantee business such
as the default payment amount, default rate, etc. in 2020. After the
default payment for the targeted debt financing instrument was made,
the Group made corresponding provision for impairment losses based
on the controlled collateral and prudent consideration of future cash
recovery. The Group believes that this default payment is only an
isolated and exceptional event.

(2)  Provision for impairment losses of receivables for default payments
divided by guarantee released.

(8) Recovered amount divided by default payments made on behalf of
defaulting clients.

(4) Provisions for guarantee losses divided by the balance of the
outstanding guarantees. Provision rate indicates the level of reserve
which the Group set aside for the guarantee portfolio.

After years of development, the partnership finance business
segment has developed an independent risk culture and risk
management system. The Group applied the general principles of
risk management that aim to “focus on quality and seek progress
while maintaining stability; adjust the structure and enhance quality
and efficiency; manage by classification and engage in bottom-line
thinking; and optimize models and carry out transformation and
upgrading”, and further worked towards “safety first, customer base
upgrade, comprehensive income and compliant credit extension” in
2020.

Safety first. The Group adheres to the principles of unified
customer access and single debtor, small amount dispersion and
reasonable installments. For new customers, in the market survey
phase, the Group strengthened customer admission standards
and efforts in on-site investigation and management of uncertain
risks. While focusing on the primary repayment source, the Group
also developed the secondary repayment source by strengthening
acquisition and management of collaterals, so as to reduce the
ultimate risk. As at 31 December 2020, the collateral coverage of
traditional financing guarantee business was 72.7% (31 December
2019: 56.0%). Furthermore, the Group raised all staff's awareness
of risk management by fully implementing the administrative rules
for distribution of performance-based bonus after the “discharge of
guarantee liabilities” among the members of all business units and
teams.
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BEE WA DA

Customer base upgrade: We preferred to select the consumer
industry that has growth potential and manufacturing industry with
room for development in the emerging markets. Meanwhile, the
Group firmly withdrew from the surplus industry with relatively high
inventory pressure as well as the industry with low efficiency of
resource allocation, and gradually developed “partnership finance,
supply chain finance, capital market” as its three major customer
base and business direction.

Comprehensive income: While granting business units with
the risk pricing power for a single business, the Group set the
principles on minimum comprehensive pricing guidelines to
achieve the balance between risk and return. Moreover, the Group
achieved overall upgrade of comprehensive income by utilizing
the partnership finance business segment and even the excellent
financial instruments of Hanhua Financial and by offering customers
with integrated financial service solutions.

Compliant credit extension: The Group published policies
on credit extension periodically and adjusted the same from
time to time through “product management” and based on
thorough research and studies. Meanwhile, it strengthened the
standardization of operational procedures to achieve comprehensive
management throughout the process of “pre-loan, in loan and
post-loan stages, and the disposal and recovery of non-performing
assets” so as to reduce operational risk.

In 2020, the total default payments of the Group for defaulting
clients was RMB171.8 million, representing an increase of RMB50.1
million or 41.2% as compared with RMB121.7 million in 2019. The
overall default rate of the Group shows the quality of the Group’s
guarantee portfolio. In 2020, the Group’s default rate was 0.6%,
representing an increase of 0.1 percentage points as compared with
0.5% in 2019. The increase in the default payments and default rate
in 2020 was mainly due to the impact of the “COVID-19 epidemic”
which led to “the sudden suspension of economy, suspension of
business and comprehensive suspension of work”, resulting in
defaults of certain customers due to tightened liquidity in the short
term.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

The Group assessed the recoverability, recovery amount and
recovery time of receivables for default payments on an item-by
item basis, mainly based on the collaterals and counter-guarantee
provided by clients, compared the present value of potentially
recoverable amount and default amount and recognised the
difference as impairment losses of receivables for default payments.
As most of the Group’s collaterals are assets related to commercial
real estate and land and the relatively stable prices in such assets in
recent years and the Group’s expectation of quick disposal of such
assets in the future by way of discount to recover cash quickly,
despite that most of receivables for default payments are covered
by sufficient collaterals, the Group made provision for impairment
losses of RMB201.1 million for existing receivables for default
payments in 2020. As at 31 December 2020, the Group’s provision
rate of receivables for default payments (provision rate = provision
for impairment of receivables for default payments/original value of
receivables for default payments) was 33.9%, which represented a
decrease of 4.6 percentage points as compared with 38.5% as at
31 December 2019.

For defaulting clients, the Group stepped up management on
collateral and disposal of non-performing assets so as to rapidly
recover funds. In 2020, the Group recovered cumulative default
payments of RMB118.2 million from defaulting clients (2019:
RMB129.6 million) with recovery ratio (recovery ratio = current
recovery amount/current default payments) of 68.8% for 2020
(2019 : 106.5%).

Provision rate of the credit guarantee business represents the level
of reserve which the Group set aside for the potential guarantee
losses. As at 31 December 2020, the Group'’s balance of provisions
for guarantee losses was RMB358.6 million (31 December 2019:
RMB371.1 million). As at 31 December 2020, the provision rate
of our credit guarantee business was 1.0% (31 December 2019:
1.0%), remaining stable. As at 31 December 2020, the proportion
of provisions for guarantee losses in terms of all types of guarantee
products was basically equivalent to that as at 31 December 2019.
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BEE WA DA

Market coverage

The Group provided credit guarantee services through credit
guarantee network comprising of credit guarantee branches
established in the following regions, including Chongaing, Sichuan,
Yunnan, Hubei, Shaanxi, Gansu, Heilongjiang, Jilin, Liaoning, Tianjin,
Hebei, Shandong. Jiangsu, Shanghai, Anhui, Hunan, Guizhou,
Guangxi, Guangdong, Fujian and Zhejiang.

Capital business
Business expansion and products

The following table sets forth the key performance indicators of the

hEEE

AEBBBRILETAENERER
DXEBHAKNBERETPIRHERE
®E% BREE @) -Fm -
pR75-HE BRI S BEE -XRE-
AL IR T& - B8 2B MM’
M B BR - RBEMMT -

REARKER

TREINXFAREHRAEEEFEBE

capital business in the partnership finance business segment of the

BEBEIHZRESTHNEREGIE

Group as at the dates indicated: =
As at 31 December
HZ12A318
2020 2019 Change
2020%F 2019%F g

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BEBEFEIN UAREEELIT) 7 2H 2H A7t
Entrusted loans ZHER 360.9 483.5 (122.6) (25.4)
Receivables for factoring business JEURIER 1,292.9 1,706.5 (413.6) (24.2)
Balance of capital business BEXKHE 1,653.8 2,190.0 (536.2) (24.5)
Balance of provision for impairment loss & )i, {6 % #4248 83.7 96.0 (12.3) (12.8)
Provision rate'” BHxn 5.1% 4.4% 0.7 ppt -

BAE
Provision coverage rate® REEEXO 252.9% 234.1% 18.8 ppt =

R
Balance of overdue capital business BRBESELRE 174.3 157.5 16.8 10.7
Proportion of overdue capital business® R #EE 4 EHL O 10.5% 7.2% 3.3 ppt =

BAE
Balance of impaired capital business BREESEBHRE 33.1 41.0 (7.9) (19.3)
Proportion of the balance of impaired BREESEBREELY 2.0% 1.9% 0.1 ppt -

capital business® ER

Notes: ATFE

(1)  Balance of provision for impairment losses divided by the balance of
capital business.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Balance of provision for impairment losses divided by the balance
of impaired capital business. Provision coverage rate represents our
provision rate for potential loss of the capital business portfolio.

Balance of overdue capital business divided by the balance of capital
business.

Overdue capital business refers to capital business where all or part of
its principal or interest is overdue for 1 day or above.

This definition applies to all capital businesses of the Group, including
entrusted loans, receivables for factoring business and finance lease,
and credit lending business in the micro and small loan business
segment.

Balance of impaired capital business divided by the balance of capital
business.

For the capital businesses, the Group monitors risk exposure in loan
and advance groups according to Guidelines for Risk Classification
of Loans unveiled by the China Banking and Insurance Regulatory
Commission and applies the loan risk classification method. Loans and
advances fall into five categories by risk exposure, namely, Normal,
Special Attention, Substandard, Doubtful and Loss. The last three
categories are considered impaired. Where one or several events
provide objective evidence of impairment, the loan and advance in
question are considered impaired. The provision for impairment of
loans and advances is assessed in group or individually.

The Group regularly reviews the quality of individually significant
financial assets. With respect to assets for which provision is made
individually, the Group assesses the loss and determines the amount
of provision on the balance sheet date on an item-by-item basis. The
Group usually considers the value of collaterals and future cash flow.

This definition applies to all capital businesses of the Group, including
entrusted loans, receivables for factoring business and finance lease,
and credit lending business in the micro and small loan business
segment.

Loan categories are defined as follows:

Normal: The borrower is able to fulfill the loan terms and conditions
and there is no ground to doubt full and timely payment of the principal
and interest.

Special attention: The borrower is able to pay the principal and
interest for the time being, but some factors that may affect such
payment negatively are present.

Substandard: The solvency of the borrower is obviously undermined.
The borrower is unable to pay the principal and interest in full with his
or her normal income. A loss might be incurred even if the guarantee
is executed.

Doubtful: The borrower fails to pay the principal and interest in full.
A material loss will be incurred definitely even if the guarantee is
executed.
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BEE WA DA

Loss: The principal and interest are unrecoverable in full or at all after
all possible actions are taken or all necessary legal procedures are
implemented.

The partnership finance business segment satisfied customers’
demand for funding of different maturities, costs and trading
structure through entrusted loans and receivables for factoring. To
cope with the complex external operating environment, the Group
continuously enhanced liquidity management and maintained a high
level of cash reserve. Since the implementation of the Measures for
the Administration of the Asset Proportions of Financing Guarantee
Companies in April 2018, one of the supporting rules for the
Regulations on the Supervision and Administration of Financing
Guarantee Companies implemented since 1 October 2017, the
subsidiaries of the Group engaging in financing guarantee business
have gradually increased the proportion of the qualified assets
such as time deposits, bond-based assets and other assets with
higher liquidity in their investment. As a result of such influence,
the balance of the capital of the Group used for capital business
has been decreased. As at 31 December 2020, the balance of the
capital business of the partnership finance business segment was
RMB1,653.8 million, representing a decrease of RMB536.2 million
or 24.5% as compared with RMB2,190.0 million as at 31 December
2019. Due to the combined effect of the decrease in the balance of
the capital business and the adjustment of asset portfolio, the total
net interest and handling fee income generated from the capital
business of the partnership finance business segment in 2020 was
RMB214.8 million, representing a decrease of RMB51.7 million or
19.4% as compared with the total net interest and handling fee
income of RMB266.5 million in 2019.

In terms of the receivables for factoring business, the Group
verifies the authenticity of receivables on a case-by-case basis and
implements rights determination. In the meantime, over 70% of
the receivables for factoring business were secured by commercial
acceptance bills held by the transferor of the receivables, which
were issued by listed companies, state-owned enterprises,
Central Government-led enterprises and leading enterprises
with higher credibility in the industry. The Group was entrusted
to collect the bills, which were the sources of repayment for
the factoring financing business. As at 31 December 2020, the
balance of receivables for factoring business was RMB1,292.9
million, representing a decrease of RMB413.6 million or 24.2% as
compared with RMB1,706.5 million as at 31 December 2019. The
average duration of this type of business was 9 months, and 98.8%
of the business will be due within one year.

Hanhua Financial Holding Co., Ltd.
RESERPERAH

BXH R E e B — I E
RBEW 15 L 55 (7

BHEREBER> BNAEZXER
EREZRREO AR UmEBEFTR
HR TR TREXZEBENESS
Ko BEHEENIINTLEIRE K&
EHENRADUEERE AFoBRE
K- B2018F48 (BEERA A
BELMEREIE) (BR2017F1081
HRERTH (REERAFAEEERE
%&E) HEMNEEERMA 2 —)EHE
IR - AEBEREBREEREENTA
ABELTMAEFTEESNTETHER &
EBEE UNEMRHERSNEE
MEELF THFE AEEANES
X¥BMNESHBE NBES -H E2020
FI2A31H EBHIMEBEHEASE
BHEATAARK1653.888 L H
2019F12AC1HESEBHBBARK
2,190.0B8 & T - B AR ¥536.2
BET RIB245% BEL EBHEN
TRAREEEAGAZRNRATE &
HEMEBER D HE ©EH2020F &
ERFFNERFEERABEAARE
2148B BT H2019FEFMNERTFES
WA 458 AR #266.58 & T B
ARBES1.7EE T BEI§19.4% °

ERERREBER AEEZEZERE
WEEFHMEEM WHETHEZEEIE -
B 70% A EMEREREFRBEEBURE
WEREEAMBFENBEAEER
BN ETAR B RRM TTERERE
rEHANEEALEZERAEHRY:
W EZEAREER AT U LA E AR IE
BB FE TR IE SRR - B 22020612 A
1B ERERREBESGBEAARE
1,202.98 &0 BH2019F12A31H fE
WERREEBHBEARK1,706.58
ErxEL RO ARKE4I36EE T
1824.2% - Z B E B T 5774 B E RBoE
H " 98.8% M E T iG M 1FE AR Hf o
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The following table sets forth the distribution of capital business by
industry as at the dates indicated:

B WA

TEBRIRFARADESEBTES 6
R

As at 31 December

BZ12A318

2020 2019

2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRAEZHEMN UARBBETIIT) 28 4B % 2H 154858 %
Construction BEX 933.1 56.4 1,255.4 57.3
Service industry PR % 208.1 12.6 213.8 9.8
Commercial services BE 193.6 1.7 261.6 11.9
Manufacturing and processing BUERMIE 164.3 9.9 270.7 12.4
Household goods ey 31.1 1.9 66.9 3.1
Others Hith 123.6 7.5 121.6 55
Total &t 1,653.8 100.0 2,190.0 100.0

Based on the huge market space in the construction industry, the
Group designed specific products for construction and engineering
construction enterprises which met certain qualifications by taking
into account the operating features of the construction industry to
meet their financing needs. This type of products mainly utilized
commercial acceptance bills and accounts receivable held by
construction enterprises as the source of future repayment. As
at 31 December 2020, the total balance of the capital business
invested in the construction industry by the Group was RMB933.1
million (831 December 2019: RMB1,255.4 million), accounting for
56.4% of the overall capital business (31 December 2019: 57.3%).
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Management Discussion and Analysis

BEE WA DA

The following table sets forth the exposure mix of capital business
by risk exposure as at the dates indicated:

TREFIAH A HE S KM H
B

As at 31 December

HZ12A31H
2020 2019
20204 2019%

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BEEFHEIN UAREFETLIIR) 28 A% 8 1hAE 5%
Less than RMBS million ARESAETUA 968.4 58.6 1,081.2 49.4
Over RMBS5 million to RMB10 million ARBSRELUEE 281.1 17.0 332.5 15.2

ARBI0EETT
Over RMB10 million to RMB30 million ARBI0BETLALE 221.3 13.4 341.9 15.6

AREIFEET
Over RMB30 milion to RMB50 milion ~ ARB30HETU LE 123.0 7.4 119.0 5.4

ARES0RET
Over RMB50 million ARESOEE LI £ 60.0 3.6 315.4 14.4
Total &5t 1,653.8 100.0 2,190.0 100.0

In the course of business development and risk review, the Group
has always adhered to the principle of “small amount dispersion
and reasonable installments”. As at 31 December 2020, the total
balance of capital business with amount of a single business less
than RMB10.0 million was RMB1,249.5 million (31 December 2019:
RMB1,413.7 million), accounting for 75.6% of the overall balance of
the capital business (31 December 2019: 64.6%).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

The following table sets forth the remaining maturity mix of capital
business as at the dates indicated:

B WA

TREINRARABHPESEBH R 42
HEBR:

As at 31 December

HZ12A31H
2020 2019
20205 2019%
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRREFBEIIN UAREBETIHIR) 2 145 % 2F 1A%
Due within three months 31E A M EIH] 614.3 37.1 694.5 31.7
Due between three months and 318 A =618 A EH 355.8 21.5 526.0 24.0
six months
Due between six months and 618 A E1F 55 618.0 37.4 751.3 34.3
one year
Due over one year 1% 58 65.7 4.0 218.2 10.0
Total a3t 1,653.8 100.0 2,190.0 100.0

The Group focuses on providing short-term capital business
to respond quickly to changes in market and customer.
As at 31 December 2020, the Group’s total balance of the
capital business due within one year was RMB1,588.1 million
(81 December 2019: RMB1,971.8 million), accounting for 96.0% of
the overall capital business (31 December 2019: 90.0%).

Risk management and assets quality

The Group satisfied customers’ financing demand through the credit
guarantee business and direct financing. In each case, it adhered to
the principle of “unified customer access and single debtor”, so as
to set a universal credit standard and credit line. For details on the
risk management policy of the capital business of the partnership
finance business segment, please refer to the section headed “Risk
management and assets quality” of the credit guarantee business.

As at 31 December 2020, the balance of overdue capital business
of the partnership finance business segment was RMB174.3 million,
representing an increase of RMB16.8 million or 10.7% as compared
with RMB157.5 million as at 31 December 2019. The increase in
the balance and proportion of overdue capital business was mainly
due to the short-term pressure on liquidity of some customers and
the delay in payment caused by the “COVID-19 epidemic”.

AEBETREBESHENESER U
REHMBREPNE (L -8 E2020F
12A31H AEEESE¥BBR —F U
NEBHMEBBEAARK1588188
7t (2019F 12 A31H : AR ¥1,971.88
B (hEBESEBNLH A96.0%
(2019412 A31H : 90.0% ) °
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Management Discussion and Analysis

BEE WA DA

As at 31 December 2020, the balance of impaired capital business
of the partnership finance business segment was RMB33.1 million,
representing a decrease of RMB7.9 million or 19.3% as compared
with RMB41.0 million as at 31 December 2019.

As at 31 December 2020, the balance of provision for impairment
losses of capital business in the partnership finance business
segment was RMB83.7 million (31 December 2019: RMB96.0
million), with provision rate of 5.1% (31 December 2019: 4.4%). The
provision rate of the capital business showed a growing trend, and
the potential risk resistance capability was continuously enhanced.

Financial assets management

In April 2017, the Group, as the promoter, jointly established
Liaoning Fu’an Financial Asset Management Co., Ltd. with
three domestic companies. Fu’an Asset has a registered
capital of RMB1,000.0 million, and all shareholders of Fu'an
Asset had made contribution in cash in accordance with the
relevant requirements under the investors’ agreement. On
4 July 2017, Fu’an Asset obtained the approval of operation
from the regulators, and the filing with the CBRC has been
completed on 2 January 2018. As at 31 December 2020, the
Group hold 60.0% equity interest of Fu’an Asset.

Pursuant to the business license obtained by Fu’an Asset, its
business scope includes acquisition; entrusted operation and
management of non-performing assets of financial institutions
and non-financial institutions; management of, investment in
and disposal of non-performing assets; debt restructuring
and corporate restructuring; debt-to-equity swap business,
management of, investment in and disposal of equity assets;
external investment and management; financial, investment,
legal, and risk management advisory and consulting business.

As a leading comprehensive and inclusive financial service
group in the PRC, the Group strives to pursue new
development opportunities in the financial services industry
through equity investment and integration of platform
resources, so as to provide comprehensive financial services
to MSMEs and fulfill their diversified financing and business
needs.
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Management Discussion and Analysis

In order to regulate the batch transfer, acquisition and disposal
business of non-performing assets of financial enterprises, and
effectively prevent and eliminate financial risks, according to the
Administrative Measures on the Batch Transfer of Nonperforming
Assets of Financial Enterprises, Notice on Relevant Issues
Concerning Conditions for Qualification Licensing of Local Asset
Management Companies to Carry out the Batch Purchase and
Disposal of Non-performing Assets of Financial Enterprises, and the
Letter of the General Office of CBRC in relation to the Appropriate
Adjustment of Relevant Policies on Local Asset Management
Company, provincial people’s governments may establish an
additional local asset management company, the disposal of the
non-performing assets is permitted by way of debt restructuring,
external transfer, etc., and the transferee of the external transfer is
free from regional restrictions. These provide market opportunities
for social capital, especially private capital to participate in mitigating
and stimulating the non-performing assets of local financial
institutions.

The establishment of Fu’an Asset is an important part of
the overall strategic layout of building an inclusive finance
ecosystem of the Group, which will enrich and extend its
layout of the integrated finance ecosystem. As an integral
part of the partnership finance business segment, Fu’an Asset
will leverage the existing business team and institutional
layout in actively seizing opportunities in the development of
asset management market in the “New Normal” economic
environment of the PRC. Coordinating existing financial
business resources, it will provide total factors and integrated
financial services to MSMEs on full life-cycle and further
enhance the integrated business strength of the Group.
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Management Discussion and Analysis

BEE WA DA

MICRO AND SMALL LOAN BUSINESS SEGMENT

Micro and small loan business segment, which consists of
eight small loan companies in Chongqging, Chengdu, Tianjin,
Shenyang, Nanning, Guiyang, Nanjing and Shenzhen, as well
as institutions with functions such as information consulting,
asset management and credit services. Adhering to the
concept of “open, cooperation and sharing” and featured by
“Seeing large picture, sincerity, goodness and beauty through
micro business”, the micro and small loan business segment
focused on offering small-amount and dispersive integrated
financial services to various micro and small enterprises,
individual business proprietors and individuals (hereinafter
collectively referred to as “small and micro customers”) .
Among them, small loan companies in Chongging, Chengdu,
Shenyang and Shenzhen have obtained the qualification for
“lending loan on the internet”. As a result, the Group is able
to provide lending services based on the internet, which
facilitated the further expansion of the Group’s micro and
small loan business.

In light of the operating characteristics of small and micro
customers, the micro and small loan business segment
focused on small and micro industrial markets that are “in
line with national industrial planning, related to national
economy and the people’s livelihood, and of development
potential”; adhered to the credit policy “with industry as
the chain, credit as the core, and intelligent risk control as
the basis”; established a centralized operating system with
“refined control”, a “modular, digital and mobile” technology
supporting system, and a small and micro business product
system combining “general product + customized product”,
thus creating a financial culture with characteristics of the
small and micro business capitalizing on “Industry Chain
Brand Promotion Plan”, and providing customers with special
services.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Capitalizing on its nationwide operating network, the micro
and small loan business segment explored high-quality
industrial chains by Internet method, and cooperated with
core enterprises in the industrial chain to expand the breadth
and depth of small and micro customer services through
resource sharing, business linkage, and integration of industry
and finance.

On this basis, the micro and small loan business segment
has gradually developed “credit lending business based on
self-loan” and “credit consulting business based on market
development and credit assessment”, by virtue of its years
of experience in serving small and micro clients, and its own
capabilities and strengths as well as combining relevant
regulatory policies and industry characteristics. These two
business models have formed a variety of service portfolios
around the small and micro customer market, and rationalized
and adjusted business structure through business portfolios
with “different risk levels and different profit levels”, thus
improving service capabilities for small and micro customers.

Credit lending business:

It mainly refers to the lending of loans to small and micro customers
by small loan companies with granting qualification entirely with their
own autonomy and own working capital (including registered capital
and external financing funds), while the Group is entitled to and
assumes the responsibility for customer marketing, due diligence,
risk review and post-loan management, as well as related income
and risks.

Credit consulting business:

It mainly refers to the Group’s provision of credit consulting
business to financial institutions such as external partner banks
and trusts leveraging its accumulated experience, capabilities and
strengths in micro and small loan services, including assistance
in obtaining clients, standardized risk assessment services and
post-loan management service, while external partner financial
institutions conduct independent evaluation on small and micro
customers based on the aforesaid circumstance and their own
understanding of small and micro customers and risk tolerance,
and decide independently as to whether provide or decline capital
services.
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Management Discussion and Analysis

BEE WA DA

In the course of cooperation with various financial institutions,
the two sides share information, exchange resources, and
give full play to their resource and technological advantages,
with a view to jointly provide credit lending business to
small and micro customers. The Group’s strengths lie in the
risk identification and service experience on such customer
groups accumulated for many years in the small and micro
customer sector, as well as special risk control capacities,
nationwide network and team, and sound credit service
output capability.

As at 31 December 2020, the asset under management of the
Group’s small and micro credit business segment is as follows:

EFREFRcHEBRRAENBESD
BOTHREER -ERER ROEEET.
MERES - &m«m KRB NEEP
REEEERSE- $%IE’M§ SER %
FRFBEENHMEP AEMER N HZ
BEPREOEREAMRE LR I
BEUYNFEeRZERE N 2EEEEEE
BIA K R o o012 AR 15 8 th BE 1

H E2020F12A318 AEB/NHR{EE
EBEOHBETEENEEREEFEENT

As at 31 December

BZ12A31H8

2020 2019

20205 2019F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAIN DAREBETIIR) 2H 15 4E 88 % 2 144858 %
Micro and small finance Credit lending business /Nl & & EER® 406.6 13.0 649.5 23.5
Credit consulting business ERR% 2,716.9 87.0 2,118.0 76.5
Subtotal NEt 3,123.5 100.0 2,767.5 100.0
Standard finance Credit lending business 1244 & EERK 1,230.7 69.7 29215 70.8
Credit consulting business EAR% 534.7 30.3 1,202.7 29.2
Subtotal NEt 1,765.4 100.0 4,124.2 100.0
Platform finance Credit lending business ¥ & & & EER% 18.9 2.0 129.7 13.9
Credit consulting business ERR% 944.2 98.0 806.4 86.1
Subtotal et 963.1 100.0 936.1 100.0
Loan balance Credit lending business B 7t % EER% 1,656.2 28.3 3,700.7 47.3
Credit consulting business Z A R% 4,195.8 71.7 4127 1 52.7
Total H 5,852.0 100.0 7,827.8 100.0
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Management Discussion and Analysis

As at 31 December 2020, the balance of assets under management
of the micro and small loan business segment was RMB5,852.0
million, representing a decrease of RMB1,975.8 million or 25.2%
as compared with RMB7,827.8 million as at 31 December 2019.
The decrease was mainly due to the reduction in assets under
management of the credit lending business.

As at 31 December 2020, the balance of assets under management
of credit lending business in the micro and small loan business
segment was RMB1,656.2 million, representing a decrease of
RMB2,044.5 million or 55.2% as compared with RMB3,700.7
million as at 31 December 2019. The credit lending business was
funded by the Group’s working capital, including registered capital
and external debt financing. As there was no seamless match
between new debt capital and debt capital soon falling due, the
small and micro credit business segment of the Group accumulated
funds with business returns and gradually repaid external financing,
which reduced the capital available for business granting, resulting
in a decline in the loan balance of credit lending business.

At the same time, leveraging the Group’s accumulated experience,
capabilities and strengths in micro and small loan services, the
micro and small loan business segment provided credit consulting
business to financial institutions such as external partner banks
and trusts, including assistance in obtaining clients, standardized
risk assessment services and post-loan management service, and
charged certain service fee based on services provided. As at
31 December 2020, the balance of the assets under management
of credit consulting business was RMB4,195.8 million, representing
an increase of RMB68.7 million or 1.7% as compared with
RMB4,127.1 million as at 31 December 2019.
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Management Discussion and Analysis

BEE WA DA

The following table sets forth the key performance indicators of
the Group’s micro and small loan business segment for the years
indicated:

TREJNBEMTIFEAEE NMEER
EBOMBEREERESR:

For the year ended 31 December

BZ12A31BLLEE
2020 2019 Change
2020F 2019 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFAIN UARBEETIIR) 7 3 2H B %
Net interest and handling fee income FHERFEEBRA 3784 496.3 (117.9) (23.8)
- Credit lending business —EER% 184.1 372.1 (188.0) (50.5)
- Credit consulting business —ERR% 194.3 124.2 70.1 56.4
Impairment losses BEREEX 52,7 (104.7) (157.4) (150.3)
Operating expenses EEY (154.6) (179.2) (24.6) (13.7)
Other (losses)/gains, net HihFEn (23.0) 6.8 (29.8) (438.2)
Profit before taxation 3 31 1 253.5 219.2 34.3 15.6

In 2020, profit before taxation of the micro and small loan business
segment was RMB253.5 million, representing an increase of
RMB34.3 million or 15.6% as compared with RMB219.2 million in
2019. Among them:

e In 2020, the micro and small loan business segment
continued to promote the credit consulting business
model “based on market development and credit
assessment”, and its income became the new profit
growth point of the segment.

In 2020, the net interest and handling fee income from the
micro and small loan business segment was RMB378.4
million, representing a decrease of RMB117.9 million or 23.8%
as compared with RMB496.3 million in 2019. The decrease
was mainly due to the decrease in net interest and handling
fee income from credit lending business and the increase in
net interest and handling fee income from credit consulting
business.
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Management Discussion and Analysis

In 2020, the net interest and handling fee income from credit
lending business was RMB184.1 million, representing a
decrease of RMB188.0 million or 50.5% as compared with
RMB372.1 million in 2019. In 2020, as there was no seamless
match between new external debt capital and debt capital
soon falling due, the small and micro credit business segment
of the Group accumulated funds with business returns and
gradually repaid external financing, which reduced the capital
available for business granting, resulting in a decline in the
average monthly loan balance of credit lending business. In
2020, the monthly average loan balance of credit lending
business in micro and small loan business segment was
RMB2,593.3 million, representing a decrease of RMB1,114.4
million or 30.1% as compared with RMB3,707.7 million in
2019.

In 2020, leveraging the Group’s accumulated experience,
capabilities and strengths in micro and small loan services,
the micro and small loan business segment provided credit
consulting business to financial institutions such as external
partner banks and trusts, including assistance in obtaining
clients, standardized risk assessment services and post-loan
management service, and charged certain service fee based
on services provided. In 2020, the net interest and handling
fee income of credit consulting business was RMB194.3
million, representing an increase of RMB70.1 million or 56.4%
as compared with RMB124.2 million in 2019. This was mainly
due to the increase in assets under management of credit
consulting business. In 2020, the monthly average loan
balance of credit consulting business in micro and small loan
business segment was RMB3,734.6 million, representing an
increase of RMB795.7 million or 27.1% as compared with
RMB2,938.9 million in 2019.
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Currently, our cooperative external financial institutions are
mainly commercial banks and trust companies. In the future,
we will continue to explore credit demand of small and
micro customers while focusing on increasing the quantity of
cooperative financial institutions, thus meeting credit demand
of small and micro customers as much as possible. We will
further enhance credit service capabilities, including precise
product design, standardized service process, intelligent risk
identification and post-loan management, and technological
operating means.

The quality of assets continued to improve. Balance and
percentage of impaired loans decreased while both the
provision rate and provision coverage rate increased,
indicating a further enhancement of anti-risk capability.

After the outbreak of “COVID-19 epidemic”, the policy
guidance issued by the governments vigorously encouraged
financial institutions to provide precision financial services
to enterprises related to prevention and control of epidemic
or micro and small enterprises affected by the epidemic.
As a privately-owned inclusive financial group that insists
on taking root in the real economy and serving small and
micro enterprises, the Group’s customers are mainly micro
and small enterprises and individual business proprietors,
which are engaged in industries such as “agriculture, rural
areas and farmers” and fast-moving consumer goods. Those
industries are not only the key industries for the guarantee
of daily suppliers during the epidemic, but are also the key
support objects of national policies due to the distributors
and shops in their supply chains are catering for the basic
needs of the people as well as those industries are playing an
important role in “maintaining supply and stabilizing prices”
for people’s necessities. In this regard, the Group on one
hand has introduced a series of emergency measures for
enterprises related to prevention and control of epidemic or
micro and small enterprises affected by the epidemic, including
adjustment of repayment plan, loan extension, interest payment
extension and partial interest reduction, etc.; the Group on the
other hand actively cooperated with all cooperative institutions
to jointly launch special anti-epidemic supporting products
for micro and small enterprises, and assisted micro and small
enterprises with development potential to actively resume work
and production so as to ride through the tough period.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

In 2020, in accordance with the overdue and impairment
characteristics of products in the micro and small loan
business, the Group made reversal for impairment losses of
RMB52.7 million, representing a decrease of RMB157.4 million
or 150.3% as compared with the provision for impairment
losses of RMB104.7 million in 2019. In 2020, the amount of
impairment losses charged to the current statement of profit
or loss was reversed, which is mainly due to the decrease of
RMB2,044.5 million in balance of the loan of credit lending
business as at 31 December 2020, and a higher proportion
of the balance of “Jiaye Loan” business to assets balance of
credit lending business, resulting in the significant decrease
in the balance of provision for impairment losses for the loan
asset portfolio.

For detailed information on the assets quality of the micro
and small loan business of the Group, please refer to the
information on page 81 to page 83 in this report.

The micro and small loan business segment effectively
enhanced large-scale operating capabilities with
“Fintech”, and its total operating costs decreased as
compared with the previous year.

Information technology is a key driver of our innovation. After
years of continuous investment in information and financial
technology, the micro and small loan business segment has
effectively promoted the full application of financial technology
and big data, and provided intelligent marketing, customer
service and risk management for small and micro customers
through mobile and intelligent service means. Currently, all the
businesses of the micro and small loan business segment have
realized online automated circulation, effectively improving user
experience and scale service capability. In 2020, the micro and
small loan business segment incurred a total of RMB154.6
million operating expenses, representing a decrease of
RMB24.6 million or 13.7% as compared with RMB179.2 million
in 2019.

B WA

2020 AEKEINMEEEXEBHE S
Emm B ERERS BoEER
BEXAR®ES2.7AE T #2019
FHREEREBEELARK104.7
BELHAL - BLARKISTAEE
7T P& 18150.3% ° 20204 5t A & Al
BEENEERBEBELASEREED
e T ER A BB E2020%F12 A
SIHEERBNEZRHBBERILAR
¥2,044 58T UR[EXE| ¥
BHRECEERGEESHRBELER
B ESEEEEEAATENEN
BERBEEHESHRERR TEAMR-

FHEAER/ N HEEEKEELS
MEMERE  B2EARSEF81H
EHEBIEEFE A -

PREEEBIBUTSBBER] S
FR BREARBCEER D A
BEERKABERLETR-

SRMERMEFAIRERES S -
/Jw%mgii%’h£<<<L57¢ﬁ%¥1
EER - emBHEOBEA - BBE
ESRBEEREENTSER
BRBEHICMERICHRBTFE
HIMERP#ETEEEHE TR
fR-EeeRBERE: B Al /J\HME
BEB B EERE2EERE
BEERE ETESRABFE
BRI A RREABRELCRS
BE D - 2020F  NHUEEXEBHE
EENZEETNAARKB1546BE
J0 H2019F EZ o BEE M A
R¥179.28 B LA  BMEARK

e —

246BE &L RI813.7% °

Annual Report 2020
“BoBEFR

67



68

Management Discussion and Analysis
BB WD

Micro and small loan business segment - credit lending NREEXEBIB-GFERKE XK
business - business model: Ea

The following table sets forth the loan balance distribution of credit TREYEBE B EEME (IRB K
lending business by geographic region (by the lending institutions, REETRE S IFEPMEME D) E

rather than the location of customers) as at the dates indicated: SHEEREEZBESH:

As at 31 December

HZ12A31H

2020 2019

20205 2019
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UARBEETIIR) 7 1B % 2H 1485 %
Chongging ES 1,019.6 61.5 1,675.1 45.2
Shenzhen A 267.8 16.2 373.6 10.1
Shenyang B 110.4 6.7 243.2 6.6
Chengdu P 108.7 6.6 809.3 21.9
Tianjin K2 78.0 4.7 158.3 4.3
Guiyang =7 50.0 3.0 100.8 2.7
Nanning HE 16.6 1.0 114.5 3.1
Nanjing BHR 5.1 0.3 22.2 0.6
Harbin BRE - - 208.7 5.5
Total ast 1,656.2 100.0 3,700.7 100.0

As the small loan companies in Chongging, Shenzhen, Shenyang REBE FRYEBS KEBHNEER
and Chengdu have obtained the qualification of “lending loan on the NEIDRES [ EBMAEAKRE]HNER.
Internet”, the credit lending business in these areas were in larger A RN EEREREBEGELEES -
size.
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Management Discussion and Analysis

The following table sets forth the distribution of guarantees in credit
lending business as at the dates indicated:

B WA

TRENBEZMTEREERBRET
ADMER

As at 31 December

BZ12A318
2020 2019
20204 2019F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAIN DAREBETIIR) k3] 4B % 2H 154858 %
Credit loans ERER 34.8 2.1 283.6 7.7
Guaranteed loans REER 383.0 23.1 593.2 16.0
—Guaranteed by intra-group —HmEERL AR 311.6 18.8 320.7 8.7
guarantors ERAER
—Guaranteed by independent ~-BBIE=FERA 71.4 4.3 272.5 7.3
third parties ER
Secured loans BERER 1,238.4 74.8 2,823.9 76.3
Total A%t 1,656.2 100.0 3,700.7 100.0

As at 31 December 2020, the proportion of balance of the secured
loans was 74.8% in the credit lending business (31 December
2019: 76.3%), mainly including “Jiaye Loan” products. The balance
of “Jiaye Loan” business accounted for 73.9% of the balance of
loan of credit lending business (31 December 2019: 76.2%).

Since 2015, following five years of exploration, the micro and
small loan business segment has developed three major business
directions, namely “micro and small finance, standard finance,
platform finance”, and core products including “Kuaixiao Loan, Jiaye
Loan, Jinshui Loan and Jiqun Loan”. Its product characteristics and
related information are as follows:

H E2020F12A31H ZERSE B E K
FERMNGEMNL74.8% (2019512 A
318 :76.3%) AP FER[EXE|E
m [EEXEBE I EBBELHEERBER
BREALL ] £73.9% (201912 A318
76.2%) °
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Management Discussion and Analysis

BEE WA DA

Micro and small loan business segment—Credit lending
business —Micro and small finance

Micro and small finance is a traditional segment under
credit lending business, with focus on the industry chain
of means of livelihood and the origin market, and provides
online and offline integrated intelligent financial services
for small and micro economies and their upstream and
downstream business around core customers. In line with
“partner finance” strategy and taking various high-quality and
stable industrial chains as the main market, the micro and
small finance vigorously developed small and medium core
enterprises of various industrial chains as partners through
the model of “resource sharing and benefit sharing”, providing
member companies on the industry chain and platform,
such as MSMEs and individual business proprietors, with
integrated financial service solutions. Currently, the Group
cooperates mainly with core enterprises in the industry
chain, logistics warehouse enterprises and trading platforms.
Through participating in and sharing information on “products
turnaround, capital flow and information flow” in the industry
chain comprising the “suppliers-core enterprises-distributors-
end stores”, it manages loan granting and controls relevant
risks.

Micro and small finance is characterized by flexible credit lines and
maturity generally between 6 and 18 months. As at 31 December
2020, micro and small finance loans balance of credit lending
business was RMB406.6 million, representing a decrease of
RMB242.9 million or 37.4% as compared with RMB649.5 million
as at 31 December 2019. As at 31 December 2020, the average
balance per transaction for micro and small financial loan was
RMB1,239,600 (31 December 2019: RMB410,300).
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Management Discussion and Analysis

The table below presents the industry mix of micro and small
finance in credit lending business as at the dates indicated:

B WA

TREJ BEMRTBEHMEEREH /N
MERMEBITESMIBMR

As at 31 December

BZ12A318

2020 2019

20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREEETLIIT) 2H A% k2. 144855 %
Individual business proprietors BEIHPF 206.4 50.8 396.1 61.0
Small and micro enterprises Mo 200.2 49.2 253.4 39.0
— Wholesale and retail -HELTE 107.4 26.4 128.3 19.8
- Household goods —fRE 68.0 16.7 86.6 13.3
- Manufacturing and processing —HERNTE 20.0 4.9 27.3 4.2
— Construction —BEE 4.8 1.2 8.0 1.2
- Others —Hfh - - 3.2 0.5
Total ait 406.6 100.0 649.5 100.0

Regarding the industry mix of micro and small loans, the Group
stays true to the tenet of serving the people and the real economy
and seeks to satisfy the funding needs of SMEs and individual
clients. Aiming at diversification, transformation and upgrade, the
Group actively readapted its business strategies, upgraded the
microfinance business line, boosted standard finance and platform
finance, formed a standardized, centralized and diversified business
model, enlarged its client base and provided comprehensive
financial services to micro and small enterprises and individual
clients in 2020. As at 31 December 2020, the balance of individual
business proprietors accounted for 50.8% of the micro and small
finance customers of credit lending business (31 December 2019:
61.0%). At the same time, SME loans balance of credit lending
business accounted for 49.2% (31 December 2019: 39.0%), among
which wholesale and retail, household goods, manufacturing and
processing, and construction industry took up 26.4%, 16.7%, 4.9%
and 1.2%.

FIBReBEREENTELEB L K
CSEZZEEMORYE BEEE®
BES BEBEITINIEFEFRNEERERX
ER TP ARER2020F AEE
E—FSUILER - BARL] BED
BEXEBGRETHBEEARAE F&
MARER I HREEORE  BEAHE
EESBMFESMER BEEZEL.
SRt - ZREMEBER E—FHE
BEERE BIHEOENMEBIFFIRE
HEESBRH & £2020F128318
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Management Discussion and Analysis

BEE WA DA

The table below sets out the exposure mix of micro and small
finance in credit lending business as at the dates indicated:

TRENBEZMRBEREERBE S M
SREBHROSMBR:

As at 31 December

HZ12A318
2020 2019
2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAN DAREBETIIR) 28 HHEE% 2H 154855 %
Less than RMB100,000 ARE1I0E TR 3.9 1.0 16.2 2.5
Over RMB100,000 to RMB500,000 ARBI0BTULE 17.6 4.3 136.6 21.0
ARES0E T
Over RMB500,000 to RMB1 million ARES0ETTALSE 12.9 3.2 66.2 10.2
ARBIEER
Over RMB1 million to RMB3 million ARBIBETLUER 28.5 7.0 51.4 7.9
ARBIEETR
Over RMB3 million ARBIEELI £ 343.7 84.5 379.1 58.4
Total &t 406.6 100.0 649.5 100.0

As at 31 December 2020, the balance of micro and small finance
loans of credit lending business granted to clients who had more
than RMB3 million balance grossed RMB343.7 million, representing
a 9.3% drop, or RMB35.4 million, as compared with RMB379.1
million recorded as at 31 December 2019, and out of which loans
of RMB295.8 million were maintained by Hanhua Guarantee within
the Group in respect of customer development, risk identification
and management, and the principal and interest payables were
guaranteed by Hanhua Guarantee for borrowers. As the actual
fund provider for such business, the Group included it in the small
and micro credit business account of the consolidated financial
statements of the Group, and the balance of the credit guarantee
was not included in the balance of external credit guarantee
disclosed by the Group externally.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

B WA

The table below sets out the remaining maturity mix of micro and

small finance in credit lending business as at the dates indicated:

TRENEBEEZMTRBREERB B /M

TRBBRGIHEBR

As at 31 December

BZ12A31H
2020 2019
20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREFELIT) 2H A% k2 154858 %
Due within three months S1E A A EIHf 81.3 20.0 90.3 13.9
Due between three months and 318 A =618 A 55 223.6 55.0 189.1 29.1
six months
Due between six months and 618 A E1F 5|5 99.3 24.4 200.5 30.9
one year
Due over one year 1R 2.4 0.6 169.6 26.1
Total CEl 406.6 100.0 649.5 100.0

The maturity range of micro and small loans is generally between
6 and 18 months. As at 31 December 2020, the total balance of
micro and small finance of credit lending business due within one
year accounting for 99.4% of the total balance of micro and small

finance (31 December 2019: 73.9%).

Micro and small loan business segment— Credit lending

business — Standard finance

Two main standard financial products,
“Lexiang Jin”, are introduced as follows:

e Jiaye Loan:

“Jiaye Loan”

and

PR ERE KR - REC-18EH 2

H £2020F12H318

EERBEH /M

TRESGBERGIEA —FUAREE
99.4% (2019512 A31H : 73.9% ) °

IMREEEBIB-FERE-RES

2

EESHMERTIEN
Ze o He:

o f{EEH:

EmIEXE M4

Jiaye Loan is a credit product for meeting the demand of
SMEs’ daily business turnover, which takes into account
the credit status of borrowers and requires to provide
self-owned houses as collaterals. Since Jiaye Loan
requires sufficient collaterals, it is more advantageous
in amount and efficiency than micro and small finance
loans. The maximum principal of the loan products is
usually RMB5.0 million, with a term of up to 36 months (a
very small portion of loans subject to strict requirements
has a term of 60 months).
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Jiaye Loan requires the borrowers to pledge properties
under their ownership that are free from title defects.
Once the Group receives the loan application from
customers, it will engage third party valuers to conduct
independent verification on the property regarding its
ownership, existence of pledges and mortgage, other
information on liability, geographical location of the cities
in which the properties located, age, conditions of the
properties, and recent trading price in the market, in
addition to the assessment of the borrowers’ regular
credit capacity. Upon the preliminary assessment, the
Group calculates the actual maximum loans available to
the borrowers by discounting the assessed market price
at a rate of 50% to 70% and deducting the rigid liability.
After that, the Group determines the actual loan amount
based on the general credit condition and the purpose
of lending of the borrowers. The principal and interest
of the loan products are to be repaid in equal monthly
installments.

In the course of normal operation, the front office staff
is responsible for marketing and customer acquisition.
The Group has dedicated mid-and-back functions and
departments for customer interviews, external visits and
other due diligence, and special persons for property
valuation, notarization, contract execution, and charge
and pledge procedures. The strict division between the
front office and mid-and-back office has reduced the
operational risk.

As at 31 December 2020, the balance of “Jiaye Loan” in credit
lending business was RMB1,223.4 million (31 December 2019:
RMB2,819.1 million). The average amount outstanding per
client was RMB336,700 (31 December 2019: RMB414,400).
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Management Discussion and Analysis
EEENWmED T

The table below sets out the mix of “Jiaye Loan” in credit TEREINEEZFMRAHAEERBF
lending business as at the dates indicated: [EXE]MHER:

As at 31 December

BZ12A318
2020 2019
20204 2019F

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRBEFERIN UAREFETLIIR) 2H 1A% 28 154858 %
Less than RMB100,000 AREA0ETTUR 35.4 2.9 34.0 1.2
Over RMB100,000 to RMB500,000 AR¥108LUA EE 608.1 49.7 1,252.4 44 .4

ARES0B T
Over RMB500,000 to RMB1 million A R#508 TIA L& 371.5 30.4 955.4 33.9

ARB1BER
Over RMB1 million to RMB3 milion ARBAGE&ETM 197.1 16.1 560.9 19.9

ARBIEET
Over RMB3 million AREIBEETLI L 11.3 0.9 16.4 0.6
Total A%t 1,223.4 100.0 2,819.1 100.0
The maximum lending amount for a single “Jiaye Loan” BE[FEXEEIXEBORAESE L
business is generally RMB5 million (only in four first-tier cities, RMBEABARBSEET(ERR
namely Beijing, Shanghai, Guangzhou and Shenzhen), while bR B BN ORI E— &
the majority of the lending amount is within RMB1 million. As M) BBRXBORAKSELEA
at 31 December 2020, the balance of “Jiaye Loan” extended RE1ABEILAR & =2020F12
to clients who had less than RMB1 million outstanding grossed A31H AEBEFEEREF [EZ
RMB1,015.0 million (31 December 2019: RMB2,241.8 million), EIXBHRBEARBKIBEATH
accounting for 83.0% of the total balance of the Group’s credit XEFP#HBEAARBI,015.0B8 T
lending business (31 December 2019: 79.5%). (2019F 128318 : AR¥2,241.8

HE&T)  1583.0% (201912 A
318 :79.5%)
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Management Discussion and Analysis

BEE WA DA

The table below sets out the remaining maturity mix of “Jiaye
Loan” in credit lending business as at the dates indicated:

TREINBEMRAYEEREF
[EXE]HRBERNAKIBBER:

As at 31 December

BZ12A31H
2020 2019
2020 20194

(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFHIN UAREFETLIITR) k2 1hAE 5% k2. 154858 %
Due within three months S1E A M EIHf 191.4 15.6 452.5 16.1
Due between three months and 318 A =61& A 2 £ 121.7 9.9 273.7 9.7

six months
Due between six months and 618 A E1F 5 324.5 26.6 729.7 25.9

one year
Due between one year and 1EEIFHIE 585.8 47.9 1,363.2 48.3

three years
Total ait 1,223.4 100.0 2,819.1 100.0

The maturity of “Jiaye Loan” is usually between 6 months and
36 months. As at 31 December 2020, loans due within one
year amounted to RMB637.6 million, accounting for 52.1% of
the total.

e Lexiang Jin

“Lexiang Jin” is an unsecured micro loan product. Its
target customers are official employees of national
administrative organizations or units, public schools or
hospitals and listed companies, and specific individuals
who have housing mortgage, social security, retirement
fund and fixed salary paid to banking cards. As at
31 December 2020, the clients of Lexiang Jin are all
individuals. The principal of the loan products generally
ranges between RMB10,000 and RMB500,000 (a very
small portion of loans subject to strict requirements is
in the amount of RMB500,000), and has a term of one
to 36 months. The principal and interest of the loan
products are to be repaid in equal monthly instalments.
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Management Discussion and Analysis

In the course of normal operation, the front office
staff of the Group are responsible for marketing and
customer acquisition. The Group has dedicated mid-
and-back functions and departments for assessment
and verification of applicants’ information, as well as
determination of loan facility. The strict division between
the front office and mid-and-back office has reduced the
operational risk.

As at 31 December 2020, the balance of “Lexiang Jin” in credit
lending business was RMB6.8 million (31 December 2019:
RMB97.7 million). As the current development strategy of
credit lending business focuses on “improving assets quality”,
pure credit products such as “Lexiang Jin” have already been
stopped at the end of 2018, waiting for their natural expiration.

The table below sets out the exposure mix of “Lexiang Jin” in
credit lending business as at the dates indicated:

B WA

bt

EHEREFR AIEeXEBABEAER
EHTEREP  AEEREZM
E’qu?éé*ﬁﬁ%ﬁﬁg‘wﬂﬁfiﬁ e
HBEANEEREGBE UYRTEE
HNEESE ﬂ—rHUmfﬂq:'féL\Ef:IﬁiE
DB BERIRIER B o

It

H E2020%F12A31H ZERK
Fleze | EREAARKS.8
BH&JT (2019F12A318: AR
7. 7TEETL) HAREREERK %
BRBIAIRAEEEZE] AX AT
NI#E=g | S BEERERDER
2018F EF LN BRIRBRER
ZIEEBENEE-

TREINBEEMTA HHETHW%EP
(=] XHEMODMER

As at 31 December

BZ12R318

2020 2019

2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRBEFTBIN UARBBETIIT) 28 A8 % 3 14858 %
Less than RMB100,000 ARE1I0E TR 6.8 100.0 97.7 100.0
Total Bt 6.8 100.0 97.7 100.0
The principal of “Lexiang Jin” loans is usually between [#=Zg | ERAE —BRNMTARE

RMB10,000 and RMB500,000. As at 31 December 2020, the
balance of Lexiang Jin in credit lending business was less than
RMB100,000.

187t IJAE%%%O%%ZF‘? HE
2020F12A31B zEMREHELE
SHREHBARBIOBITLIAT
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BEE WA DA

The table below sets out the remaining maturity mix of “Lexiang
Jin” in credit lending business as at the dates indicated:

TR#EINBEEMTA HHE??HE?F‘EP
&= | RBRNKIHAE

As at 31 December

BZ12A31H
2020 2019
2020 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFHIN UAREFETLIITR) k2 1hAE 5% 28 154858 %
Due within three months S1E A M EIHf 6.8 100.0 17.8 18.2
Due between three months and 318 A =61& A 2 £ - - 37.2 38.1
six months
Due between six months and 618 A E1F 5 - - 42.7 43.7
one year
Total &t 6.8 100.0 97.7 100.0

The maturity of “Lexiang Jin” loans is between 1 month and
36 months. It requires “monthly equal payment of principal
and interest”. The product has already been stopped at the
end of 2018, and some products have naturally expired. As
at 31 December 2020, all “Lexiang Jin” products will be due
within three months.

Micro and small loan business segment - Credit lending
business - Platform finance

Platform finance mainly cooperates with Internet industrial
platforms with “scenarios, customers and data”, so as to
jointly develop customers and provide pure online micro and
small credit lending business based on industrial scenarios.
In the course of cooperation, the two sides mutually integrate
resources and complement each other to realize the value
of partners and promote the development of industrial
innovation. In such business model, the segment focused
on realizing connecting and sharing through ecology, helping
financially disadvantaged groups and small and micro
economies enter the industrial chain of large enterprises,
improving the viability of small and micro enterprises, and
ultimately empowering small and micro enterprises through
ecology.
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Management Discussion and Analysis

For these products, the Group mainly cooperates with data
collection and deal matching industrial platforms in each segment.
In particular, the cooperative industrial platforms are responsible
for providing the communication channels to borrowers, provision
of basic information, operating history, operating and consumption
records of the applicants, and assisting in risk control, while the
Group conducts independent assessment on the credit condition of
the applicants and provides funds and channels for lending.

The Group selects industrial platform partners based on the
following main criteria: 1) work experience and education
background of the founder and the key team members; 2)
information of shareholders and shareholding structure of
the platform; 3) current operation of the platform, such as
the business model, target customer groups, its position in
the industry, number of customers of the platform, trading
size and level of trading activities; 4) operational efficiency.
With reference to the above information, the Group makes
independent judgment and grants individual facility for
cooperation.

The industrial platforms are only responsible for
recommending the products or services of the Group to
customers with financing needs. Prospective and potential
customers are mainly registered users of the websites
and the Group targets micro and small enterprises as
well as individuals who make direct application for loans.
The principal of the loan products is generally less than
RMB3 million, with a term of up to 24 months. The
Group independently reviews the industry and commerce
registration, financial data, tax record, and purpose of loan
submitted by customers. Meanwhile, it performs a separate
review based on the records from independent third party
credit information platforms and credit investigation, and
historical procurement and sales of products as provided
by the industrial platform to make independent decision to
accept/decline the applications. In the meantime, the Group
requires the industrial platforms or their associates (as the
case may be) to provide guarantee and equity repurchase for
the loan facility recommended by them, so as to ensure the
repayment of principal and interest of the loan.

As at 31 December 2020, the balance of platform finance products
in credit lending business was RMB18.9 million. The average
balance of loan outstanding was RMB53,000 (31 December 2019:
RMB107,000).

B WA

ZEER AEEIERZEREMASEE
BEEREE XZBENEXFEA
E-HA AFMEXFaARRMER
ABAEENEERE LRHEHF
EXRER REE: KERHELH
%%%%HKX'KEIEMT$%
m%ﬁﬁﬂﬁﬂﬁiﬁﬁ YREES
MR &

%%E%?éé@%ﬁm‘&ﬁ P AR
SEIZAREFEUTEE NABAR
HIZEGRENRBRER HRESR:
A FENMRRES BREHR 3K F
BERAKERMN MEBRA - FTREHRE
iﬁ EETEMBUE FTanNEPH
CRHHRBE RHEREEF 4)ESE
WT AEBRE L E S B HE - I
RTEBNREAERE-

EXVFERAERARESRENEFE
EAEERHNEMIRE -BEMH
BEEREPITEZERWUMEMAL B2
ERIERNMEX BRIEFSANE
ABEP #HAPEEZERASERELESH
meoAE ISR ARKE3008 T 2
HATHBE4EA AEEHNEFE
HOTHEZLER MBEEE BT
B -BeRRFETELES REED
RBUE=TBEFaRERAERH
EXTARHANELREB HEEYE
EEHHRFALETBLEN LHBILM
HER EBORE -BURAER AEH
ERBREREXFEART HEHA
ITREEBNEREEREEEERR
BEELNBES NERAKEERLAE R
MEHZE-

H E2020F12A31B  ZEREFFEE
TRERBEAARKISOEE L F
BHEEHEASAREKS3.0F T (20194
12A318 : AR®107.0F L) °
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BB WD

The table below presents the exposure mix of platform finance TREIEEMFBBHEERERFES
business in credit lending business as at the dates indicated: EEEBRIER:

As at 31 December

BZ12A31H
2020 2019
2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(RREZRIN DARKBETIIR) 2] 1AE5E % B 144858 %
Less than RMB100,000 AREI0E TR 9.1 48.2 31.9 24.6
Over RMB100,000 to RMB500,000 ARBI0BTIA LR 7.6 40.2 35.5 27.4
AR08 T
Over RMB500,000 to RMB1 million ARBS0BTALE 2.2 11.6 22.0 16.9
ARBARER
Over RMB1 million to RMB3 million ARBIBELN LR - - 40.3 31.1
ARBIEETR
Total CE 18.9 100.0 129.7 100.0

As at 31 December 2020, the loans of platform finance business in B E2020F12A318 EERB T LA

credit lending business were all less than RMB1 million. TR EBHRBEHRARBEIEE TN
To
The table below presents the remaining maturity mix of platform TREJBEMTAPEEREFFE
finance business in credit lending business as at the date indicated: TRNEBHRENAKIBBER
As at 31 December
BZ12A31H
2020 2019
2020 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(RRETRIN DARKBETIIR) k2 HHEE% 28 1A%
Due within three months 3fEAMEIH 1.5 60.8 37.6 29.0
Due between three months and CENEREE 0.9 4.8 70.7 54.5
six months
Due between six months and one year 618 3 £ 145 5.7 30.2 20.7 16.0
Due over one year 1EE 5 0.8 4.2 0.7 0.5
Total &t 18.9 100.0 129.7 100.0

As at 31 December 2020, the maturity of platform finance products HE2020F12A31B ZEREFES

in credit lending business was between 1 month and 24 months, CREMNFKIBANT1E24@A -
with loans due within one year accounting for 95.8% of the total. 1TFERNE AR EE(H £ 95.8% o
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Management Discussion and Analysis

Micro and small loan business segment - Credit lending

business - Risk management and assets quality

The table below sets out key assets quality indicators of credit
lending business in the Group’s micro and small loan business

segment as at the dates indicated:

B WA

PAGEXRBI B -FERB-AR
EEREEEE

TRENEBE=ZMTRERAEENHEER
EBOMEERGNEREELERZ

As at 31 December

BZ12A31H
2020 2019 Change
20205 2019F L)
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BREEFEIN UAREEETLIIT) 2H F3. k2. B %
Micro and small finance loans IMIERER 406.6 649.5 (42.9) (37.4)
Standard finance loans BESRER 1,230.7 2,921.5 (1,690.8) (57.9)
Platform finance loans TaemER 18.9 129.7 (110.8) (85.4)
Subtotal of loan balance BB 1,656.2 3,700.7 (2,044.5) (55.2)
Balance of provision for impairment losses & 2 Jai & % (& # 5 94.6 190.8 (96.2) (50.4)
Provision rate'” Bmxn 5.7% 5.2% 0.5 ppt -
BAH
Provision coverage rate® REEEXO 284.1% 241.8% 42.3 ppt =
B
Balance of overdue loan business ARERERRTE 217.1 369.0 (151.9) 41.2)
Proportion of overdue loan business® AHMERERELO 13.1% 10.0% 3.1 ppt =
BRH
Balance of impaired loan business EREERERHE 33.3 78.9 (45.6) (57.8)
Proportion of the balance of EREEREBHEEL 2.0% 2.1% (0.1 ppt =
impaired loan business® BOE)
Notes: R

(1)  Balance of provisions for impairment losses divided by the balance of

loan business.

(2)  Provision for asset impairment divided by the balance of impaired loan
business. Provision coverage rate represents the Group’s provision

rate for potential loss of the loan business portfolio.

(8) Balance of overdue loan business divided by the balance of loan
business. For the definition of “overdue loan business”, please refer to

page 53 of this report.

(4) Balance of impaired loan business divided by the balance of loan
business. For the definition of “impaired loan business”, please refer to

page 53 of this report.

() BEREEGRERAEREBHRE-

(2 BEREEGBHRACREERERSRE-
BEREXBETAEEAREREBEAA
BEH IR IRR BB KE

Q) BYPERELHBERUBERELSKRE-H
BIAafEREBINTE F2HEARE
%535 o

@ CHEBRELHBERUABERELGE-
EHEEREEREL] MEE BF2HEN
REHEL3H ©
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Management Discussion and Analysis

BEE WA DA

As at 31 December 2020, the balance of credit lending business
in micro and small loan business segment was RMB1,656.2
million, representing a decrease of RMB2,044.5 million or 55.2%
as compared with RMB3,700.7 million as at 31 December 2019.
As there was no seamless match between new external debt
capital and debt capital soon falling due, the small and micro credit
business segment of the Group accumulated funds with business
returns and gradually repaid external financing, which reduced the
capital available for business granting, resulting in a gradual decline
in the loan balance of credit lending business.

In previous years, the credit lending business in the micro and small
loan business segment was dominated by “pure credit”. Since
2015, following five years of exploration, the micro and small loan
business segment has developed three major business directions,
namely “micro and small finance, standard finance, and platform
finance”, as well as core products including “Kuaixiao Loan, Jiaye
Loan, Jinshui Loan and Jigun Loan”. In particular, the collaterals
of “Jiaye Loan” product are the properties held by the borrowers
increased the proportion of pledged housing in the asset portfolio,
thereby enhancing asset quality. As at 31 December 2020, the
balance of the “Jiaye Loan” business amounted to RMB1,223.4
million, accounting for 73.9% of the asset balance of credit lending
services (31 December 2019: 76.2%).

In 2020, in accordance with the overdue and impairment
characteristics of products in the micro and small loan business,
the Group made reversal for impairment losses of RMB52.7
million, representing a decrease of RMB157.4 million or 150.3% as
compared with the provision for impairment losses was RMB104.7
million in 2019. In 2020, the amount of impairment losses charged
to the current statement of profit or loss was reversed, mainly due
to the decrease of RMB2,044.5 million in balance of credit lending
business as at 31 December 2020 and a higher proportion of the
balance of “Jiaye Loan” business to assets balance of credit lending
business, resulting in the significant decrease in the balance of
provision for impairment losses for the loan asset portfolio.
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Management Discussion and Analysis

Provision rate indicates the level of reserve which the Group set
aside for the small and micro credit business. As at 31 December
2020, the balance of provisions for impairment losses of micro and
small loan business segment was RMB94.6 million (31 December
2019: RMB190.8 million), with provision rate and provision coverage
rate of 5.7% (31 December 2019: 5.2%) and 284.1% (31 December
2019: 241.8%), indicating a stronger anti-risk capability.

In 2020, the Group has written-off the total of RMB48.0 million loans
that made full provision for impairment losses, resulting in decline in
the balance of impaired loans. The balance of impaired loans in the
micro and small loan business segment was RMB33.3 million as at
31 December 2020, representing a decrease of RMB45.6 million
or 57.8% as compared with RMB78.9 million as at 31 December
2019. The proportion of impaired loans to asset balance of credit
lending business decreased from 2.1% as at 31 December 2019 to
2.0% as at 31 December 2020.

Micro and small loan business segment - Credit
consulting business - Business model

It mainly refers to the Group’s provision of credit consulting
business to financial institutions such as external partner
banks and trusts, leveraging its accumulated experience,
capabilities and strengths in micro and small loan services,
including assistance in obtaining clients, standardized
risk assessment services and post-loan management
service, while external partner financial institutions conduct
independent evaluation on small and micro customers based
on their own understanding of small and micro customers and
risk tolerance, and make independent decision to provide or
decline capital services.

B WA

BEERBRTASERNHMEEER
KRB IR B/ & E KT - B 220204
12A318 MU EEEB DT EERE
EEBEAEARBI4L6H & T (2019F
12A31H: AR®190.8B 8B L) @ #1E
ENBHEBEERD A 7% 284.1%
(2019F12A31H  HEER :5.2% ; HE
BERXR 241.8%) MEARGE HE—F
b

2020F  AE B A ZHEE 2 HEIRIUA
BEEENERARK4I480BBE L #15
EREERBEBETR - N\HMEEXEED
HMEREERHREH2019F12A8318
MAREKE78.0HE T T E2020612A4
STHMNAR¥IZIIEE T RLARE
45.6FH &0 £ 1857.8% : B R {EE 16
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BEE WA DA

In cooperation with various financial institutions, the two sides
can share information (sharing customers’ basic information and
demand information upon authorisation), exchange resources (such
as information resources and technical resources) and give full play
to their resource and technological advantages, with a view to jointly
provide credit lending business to small and micro customers. The
Group’s strengths lie in the risk awareness and service experience
on such customer groups accumulated for many years in the
small and micro customer sector, as well as special risk control
capacities, nationwide network and team, and sound credit service
output capability.

The table below sets out the balance mix of credit consulting
business in the Group’s micro and small loan business segment as
at the dates indicated:

EFREFRCHEBRRAENBESD
EOTAZTER (KEPRERAERP
EAER FBRER) ERBER(ER

BR - BMERE) ROBEEIMNE
REDZ XMES KERNREFPREH]
EEERBE AEENEZER ZFRK
FEEIMEPAEMERNEZER
FEBEENERRBBEMRGER MEL
MR EeRZEES 2EMEEKEBE A
RRFMERRE @ LS -

TRENEBEEZMTERAEENREER
EB 0 BIERRBHEREREER

As at 31 December

HZ12A31H
2020 2019
20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRREFEHEIN UAREFETLIHIR) 145 % 28 15485 %
Micro and small finance loans MEEBER 2,716.9 64.8 2,118.0 51.3
Standard finance loans BESBER 534.7 12.7 1,202.7 29.2
Platform finance loans TaeRER 944.2 22,5 806.4 19.5
Subtotal of loan balance EFERE A 4,195.8 100.0 4,127 4 100.0

Note: The definitions and related information standards of “micro and small
finance loans, standard finance loans and platform finance loans”
under the credit consulting business model are consistent with those
mentioned in credit lending business. For related information, please
refer to corresponding pages.

As at 31 December 2020, the balance under management of the
credit consulting business was RMB4,195.8 million, representing an
increase of RMB68.7 million or 1.7% as compared with the asset
under management of RMB4,127.1 million as at 31 December
2019.
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Management Discussion and Analysis

Related information on credit consulting business are explained
from the perspectives of “micro and small finance, standard finance,
platform finance” as follows:

Micro and small loan business segment - Credit
consulting business - Micro and small finance

As at 31 December 2020, micro and small finance loans balance
of credit consulting business was RMB2,716.9 million, representing
an increase of RMB598.9 million or 28.3% as compared with
RMB2,118.0 million as at 31 December 2019. As at 31 December
2020, the average balance per transaction for micro and small
finance loans was RMB263,400 (31 December 2019: RMB276,000).

The table below sets out the exposure mix of micro and small
finance in credit consulting business as at the dates indicated:

B WA

UT# T MeR BESB FARR)
= K%K 5 B L5 A R #0 48

(ZREP-NE

PHREEXEBIB-ERARB -
T

HZ2020F12A318 ZARBEH /N
MEeMERRBEAEARKE2 716988
T 2019F 12 A1 H ERNMBEARK
2,118.0B B #EiIMARK598.98 8
JC ' 12 1828.3% ° B £2020F 12 HA31H -
N\HEMEREEERTFHUREAEAR
#263.4F L (2019412 A31H : AR
276.0F7t) °

TREHNBEHRBHERRSE S
SREBHROSMBR

As at 31 December

HZ12A31H
2020 2019
20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRREFHRIN UAREFETHIR) 28 1h48 5 % a2l 145 %
Less than RMB100,000 AREA0E TR 151.5 5.6 96.2 4.6
Over RMB100,000 to RMB500,000 AREI0ETTUALS 1,299.7 47.8 1,116.7 52.7
ARES0ET
Over RMB500,000 to RMB1 million ARESOETLIALR 678.6 25.0 543.9 25.7
AREABETT
Over RMB1 million to RMB3 million ARB1BELNLE 562.3 20.7 303.2 14.3
ARESHE T
Over RMB3 million AREIEE LI L 24.8 0.9 58.0 2.7
Total &t 2,716.9 100.0 2,118.0 100.0
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BEE WA DA

As at 31 December 2020, the balance of micro and small finance
business below RMB3 million in the Group’s credit consulting
business was RMB2,692.1 million, accounting for 99.1%
(81 December 2019: 97.3%) of the total.

The table below sets out the remaining maturity mix of micro and
small finance as at the dates indicated:

HE2020F12A31H A& B ARG
PN ERMERSBBEEARBEIGENT
MEFHEAARK26021HBETL 14
££99.1% (20194128318 :97.3% ) °

TREHBEMRAR NS RBRER
HEBMBIER

As at 31 December

BZ12A318

2020 2019

20204 2019%F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(REEFAIN DAREBETIIR) k3] 154B5E % £H 154858 %
Due within three months 318 A R EIE 221.8 8.2 363.1 17.1
Due between three months and six months 3% 61 A | £ 1,027.4 37.8 590.0 27.9
Due between six months and one year Rk 1,467.7 54.0 1,164.9 55.0
Total CH 2,716.9 100.0 2,118.0 100.0

The maturity range of micro and small loans is generally between 6
and 18 months. As at 31 December 2020, the balance of micro and
small finance of the credit consulting business was due within one
year.

Micro and small loan business segment - Credit
consulting business - Standard finance

The standard financial products in credit consulting business are
all “Jiaye Loan” products. As at 31 December 2020, the balance of
“Jiaye Loan” of credit consulting business was RMB534.7 million
(831 December 2019: RMB1,202.7 million). The average amount
outstanding per client was RMB509,700 (31 December 2019:
RMB590,700).
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Management Discussion and Analysis
EEENWmED T

The table below sets out the exposure mix of “Jiaye Loan” in credit TEREBIEHEMTRBHAEHARBEF [=
consulting business as at the dates indicated: XE]IEXEBHRASMER:

As at 31 December

HZ12A31H
2020 2019
20204 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRREFRIIN UAREBETLHIR) E1d 15485 % 28 1HHEEE %
Less than RMB100,000 AR08 TTIAR 3.5 0.6 4.7 0.4
Over RMB100,000 to RMB500,000 AREI0ETUALR 166.8 31.2 304.6 25.3
ARES0ETT
Over RMB500,000 to RMB1 million ARES0ETALSE 210.0 39.3 506.3 42.1
ARE1BETL
Over RMB1 million to RMB3 million AREABELUER 154.4 28.9 383.9 31.9
ARESHETT
Over RMB3 million ARESHEETLM £ - - 3.2 0.3
Total &t 5347 100.0 1,202.7 100.0

As at 31 December 2020, the balance of “Jiaye Loan” extended HE2020F12A318  ~&E B =B R
to clients who had less than RMB1 million outstanding grossed BRI EXEIXBRBEARKELT
RMB380.3 million (31 December 2019: RMB815.6 million), BUTHNEFRP#RER/RARKIB0.3EBE
accounting for 71.1% (31 December 2019: 67.8%). 7L (2019128318 : AR #8156

Bor) 1h71.1% (2019128318 :
67.8%) °
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BEE WA DA

The table below sets out the remaining maturity mix of “Jiaye Loan”
in credit consulting business as at the dates indicated:

TREINBEMTBEBMERRE S [E
XE I HRBANRIHABR:

As at 31 December

HZ12A318
2020 2019
20204 2019F
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BREEFEIN UAREEETLIT) k2 148 % k2. 154858 %
Due within three months K] PSR- 1.4 0.2 6.1 0.5
Due between three months and six months  3{& A =61 A 2/ & 12.8 2.4 9.1 0.8
Due between six months and one year 618 A E15F 3|1 29.7 5.6 = =
Due between one year and three years 1FEE3F I 490.8 91.8 1,187.5 98.7
Total &t 534.7 100.0 1,202.7 100.0

The maturity of “Jiaye Loan” is usually between 6 months and
36 months. As of 31 December 2020, loans due in 1 to 3 years
amounted to RMB490.8 million, accounting for 91.8% of the total.

Micro and small loan business segment - Credit
consulting business - platform finance

As at 31 December 2020, the balance of platform finance of credit
consulting business was RMB944.2 million (31 December 2019:
RMB806.4 million). The average amount outstanding per client was
RMB128,200 (31 December 2019: RMB93,600).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

The table below presents the exposure mix of platform finance
business in credit consulting business as at the dates indicated:

B WA

TREJ BEMRBHRERRBHF
A RE A D MmIER

As at 31 December

HZ12R318
2020 2019
2020% 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(BRAEFZHEMN UARBBETIIT) 28 A% 2F 14858 %
Less than RMB100,000 AREA0ETLIAR 215.9 22.9 273.9 34.0
Over RMB100,000 to RMB500,000 ARBI0BTULE 679.2 71.9 528.5 65.5
ARES0E T
Over RMB500,000 to RMB1 million ARBESETINLEE 36.5 3.9 4.0 0.5
ARBAEETR
Over RMB1 million to RMB3 million ARBIRETLULE 12.6 1.3 - -
ARBIEET
Total &t 944.2 100.0 806.4 100.0

As at 31 December 2020, among the balance of platform finance in
the Group’s credit consulting business, the balance of clients who
had less than RMB500,000 was RMB895.1 million, accounting for
94.8% of the total.

The table below presents the remaining maturity mix of platform
finance business in credit consulting business as at the date
indicated:

HE2020F12A31H AEBERHRG
PEESMHBRELEARBOE LA T
EPHEAARKIS1IEE T HH
94.8% o

TRENEBZMTBEHRERRBHFE
ERMEBHRBNRIHABR:

As at 31 December

BZ12A318

2020 2019

2020% 20194
(Expressed in RMB million, unless otherwise stated) Amount % of total Amount % of total
(RREFHIN DARKBETIIR) 28 1B % B 144858 %
Due within three months 31E A 7 2 46.7 5.0 48.7 6.0
Due between three months and six months  3{& A =618 A 2/ 145.7 15.4 156.7 19.5
Due between six months and one year EES 751.8 79.6 601.0 74.5
Total CL 944.2 100.0 806.4 100.0

As at 31 December 2020, the maturity of platform finance products
in credit consulting business was within one year.

B E2020FE12A318 ZARBEEES
TRMERFGIBHAY AB1FLURN-
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BEE WA DA

CAPITAL INVESTMENT AND MANAGEMENT
BUSINESS SEGMENT

The capital investment and management business segment uses
capital owned by the Group and aligns with other institutions in
fund raising to provide capital investment services to specific SMEs
demonstrating growth potential and value.

In early 2015, the Group started to engage in capital
investment and management business. In terms of fund
raising, the Group worked together with external organizations
that aim to serve SMEs to raise capital by way of funds,
with a special focus on industrial funds established by all
levels of government authorities and listed companies. As at
31 December 2020, the Group successfully established eight
funds with external investors (31 December 2019: seven),
raising gross proceeds of RMB881.5 million (31 December
2019: RMB860.7 million).

In terms of the use of proceeds, we provide small capital
investment services to leading SMEs in their respective
industries with stable operating and management teams
and positive growth prospect in the existing clientele. As
at 31 December 2020, it has applied RMB999.4 million
(31 December 2019: RMB855.4 million) in equity investment
for long term returns from capital appreciation, and
RMB162.2 million (31 December 2019: RMB209.7 million) in
debt investment for stable return with the aim of effectively
utilizing idle funds to enhance capital earning.

In 2020, the capital investment and management business segment
derived total income of RMB11.9 million (2019: RMB16.6 million)
from interest on debts invested. In addition, the Group recorded
net gains of RMB9.8 million (2019: RMB16.5 million) from dividends
from invested business and disposal of some equity interest in
invested entities. Benefiting from the continuous development of the
invested entities, the capital investment and management business
segment achieved gains from fair value change of RMB31.3 million
in 2020 (2019: losses from fair value change of RMB6.8 million).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Meanwhile, the Group makes provision for asset impairment
associated with these creditor’s rights by referring to the rules of
risk management of capital business in the partnership finance
business segment. In 2020, the Group reversed RMB6.8 million
of provision for asset impairment losses (2019: RMB4.8 million of
provision for asset impairment losses). Among the Group’s equity
investment in specific SMEs, as at the date of approval of this
report, the invested entities are running soundly and there is no
indication of impairment.

SELECTED ITEMS OF THE CONSOLIDATED
STATEMENT OF PROFIT OR LOSS

Guarantee and consulting fee income

In 2020, the Group derived net guarantee and consulting fee
income of RMB528.0 million, representing a decrease of RMB82.7
million or 13.5%, compared to the net guarantee and consulting
fee income of RMB610.7 million in 2019. Due to the impact of the
“COVID-19 epidemic”, the business was suspended in February and
March 2020, and the transaction amounts of various businesses
were basically negligible. With the gradual relief of the “COVID-19
epidemic” and the gradual resumption of operation in various
industries, the traditional financing guarantee business, electronic
bid guarantee business and project performance guarantee
business resumed operation gradually in late April and early May. As
a result of the foregoing, the guarantee and consulting fee income
derived from credit guarantee business recorded lower revenue.

For details on the Group’s guarantee and consulting fee income in
the credit guarantee business line and related business, please refer
to page 24 to 52 of this report.

B WA

HyRE AEE2RBHEIREBE
HOoBEYRNESXHRAREENHERA
ME SZBRERENEEREER-
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BB WD

Net interest and handling fee income

The following table sets forth the breakdown of the Group’s
net interest and handling fee income by products for the years

indicated:

MNERFEBEFRA

TR AEEEEMIFERER D
BHMBERTFEEFWRARMA:

For the year ended 31 December

BE12A1BLEE
2020 2019 Change
20205 2019F 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(RREZAIN DAREBETIIR) 28 2 2 A%
Interest and handling fee income from RE U T FENF B R
FEBEUA
Loans and advances to customers EHERRBR 420.0 720.5 (300.5) 41.7)
Factoring business REBEH 210.0 318.9 (108.9) (34.1)
Cash at banks RTER 129 10.5 2.4 22.9
Time and restricted bank deposits EHERNEHER 424 45.3 (2.9 (6.4)
RES

Finance lease business BMEMEER 5.1 8.9 (3.8) 42.7)
Credit consulting services ERRBREERA 194.3 124.2 70.1 56.4

commission income
Other interest and handling fee income ~ E i F| 8 R FEBIRA 38.5 45.7 (7.2) (15.8)
Total interest and handling fee income FERFHEWALE 923.2 1,274.0 (350.8) (27.5)
Interest and commission expenses  REUTZEHNFER

arising from FEEXH
Interest-bearing borrowings TEER (340.7) (376.2) (35.5) 9.4)
Debts securities issued ERES (44.2) (162.6) (118.4) (72.8)
Financial assets sold under EHEESREE (19.6) (36.3) (16.7) (46.0)

repurchase agreements
Commission expenses from micro and MU EREE I H (50.8) (84.0) (33.2) (39.5)

small loans
Other interest and commission expenses  E i F| 8 &4 % 1 (39.8) (36.0) 3.8 10.6
Total interest and commission FNERFREEXHAH (495.1) (695.1) (200.0) (28.8)

expenses
Net interest and handling fee income FIERFEEFUA 428.1 578.9 (150.8) (26.0)

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

In 2020, the Group’s net income from interest and handling fee was
RMB428.1 million, representing a decrease of RMB150.8 million
or 26.0% as compared with the net income from interest and
handling fee of RMB578.9 million in 2019. The decrease was mainly
attributable to the decrease of interest and handling fee income.

In 2020, the Group’s interest and handling fee income was
RMB923.2 million, representing a decrease of RMB350.8 million or
27.5% as compared with the interest and handling fee income of
RMB1,274.0 million in 2019. The decrease was mainly due to the
decrease in interest and handling fee income of loans and advances
to customers and factoring business as well as the increase in
consulting fee income of credit consulting services. Among them:

In 2020, the Group took “liquidity safety” as the first premise of
capital management and business allocation to cope with the
complicated external operating environment. Since January 2020,
as there was no seamless match between new external debt
capital and debt capital soon falling due, the Company has taken
the initiative to downsize the scale of various capital businesses
and actively accumulated capital from business repayments for
the raising of funds to repay the corporate bonds of RMB1,427.2
million due in June 2020. As the Group gradually reduced its
capital invested to “loans and advances to customers (including
micro and small loans and entrusted loan) and receivables for
factoring business, which was funded by the Group’s own working
capital (including registered capital and external financing funds),
the net interest and handling fee income from such business
declined in 2020 accordingly. Among them, the monthly average
balance of loans and advances to customers was RMB3,995.7
million in 2020, representing a decrease of RMB1,247.0 million
or 23.8% as compared with RMB5,242.7 million in 2019; and the
monthly average balance of receivables for factoring business was
RMB1,416.1 million in 2020, representing a decrease of RMB494.7
million or 25.9% as compared with RMB1,910.8 million in 2019.

B WA

2020F AEBEFERFEEBFHABE
ARM428 1A E L  BR2019F M B R F
BEBFWAAREKS780HBE L R A
R#¥150.88 B B 1826.0% * H R 2
FERAAFNENRFEERANTE-
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R#923. 2B &L R2019F M B R F &
BIWAARBE1 274088 T B AR
#350.8B B L R 1E27.5% H T *
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REFIMECEBRAEZS TR F15
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BEE WA DA

Since 2018, leveraging the Group’s accumulated experience,
capabilities and strengths in micro and small loan services, the
micro and small loan business segment provided credit consulting
services to external partner institutions, including assistance in
obtaining clients, standardized risk assessment services and post-
loan management services, and charged certain service fee based
on services provided. In 2020, the net interest and handling fee
income from credit consulting business was RMB194.3 million,
representing an increase of RMB70.1 million or 56.4% as compared
with RMB124.2 million in 2019. For information about this type of
service, please refer to “Management Discussion and Analysis —
Micro and small loan business” on page 83 to page 89.

In 2020, the Group’s interest and commission expenses was
RMB495.1 million, representing a decrease of RMB200.0 million or
28.8% as compared with the interest and commission expenses of
RMB695.1 million in 2019. Among them:

In 2020, the Group’s various interest-bearing debts (including
interest-bearing borrowings, debts securities issued and financial
assets sold under repurchase agreements) generated interest
expenses of RMB404.5 million, representing a decrease of
RMB170.6 million or 29.7% as compared with the interest expenses
incurred for various interest-bearing debts of RMB575.1 million in
2019, mainly due to the decrease in the total amount of interest-
bearing debts as a result of gradual repayment in 2020. As at
31 December 2020, the balance of interest-bearing debts was
RMB5,263.9 million, representing a decrease of RMB2,445.2 million
or 31.7% as compared with RMB7,709.1 million as at 31 December
2019;

The Group’s micro and small loan business segment cooperated
with external and independent third party institutions in the course
of credit lending business. These institutions provided the Group
with customer marketing and promotion, due diligence, value
assessment, risk identification, post-loan management and other
related services. The Group paid service fees to such institutions
based on certain percentage of the assets involved. In 2020, the
Group’s total payment for such services was RMB50.8 million,
representing a decrease of RMB33.2 million or 39.5% as compared
with RMB84.0 million in 2019, mainly due to the continuous
decrease in the content and workload provided by such institutions
in view of the shrinking size and revenue of micro and small loan
business in 2020.
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Management Discussion and Analysis

For details of the Group’s net interest and handling fee income,
please refer to the capital business sector of the partnership finance
business segment on page 52 to page 58, and the micro and small
loan business segment on page 60 to page 89 of this report.

Other operating income, net

The following table sets forth the breakdown of other operating
income, net of the Group for the years indicated:

B WA

FRAEBENERFEEFTRANFES
BRAMAREBEHSRMEBERIIE
S EBIRMES2E ES58H A R/
BEKDIAFE0EEL9H °
HiEZFEUWA

TR AEEHEMRFEHEME
= NEE R

For the year ended 31 December

BZE12A31ALEE
2020 2019 Change
2020%F 2019% 2%

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFAIN DARBEBETIIR) k3] 2H 2H A%
Commission income of insurance RELEAEBRA 38.9 38.7 0.2 0.5

broker business
Commission expenses of insurance REBELEAEBZH (35.7) (35.3) 0.4 1.1

broker business
Net gains on disposal of long-term RE RERERE F e 57.2 2.9 54.3 1,872.4

equity investments
Government grants KEHEE 37.9 23.7 14.2 59.9
Dividend income BREHA 15.4 1.1 43 38.7
Rental income HemA 1.1 9.5 1.6 16.8
Others Ht 1.1 5.6 (4.5) (80.4)
Total At 125.9 56.2 69.7 124.0
In 2020, the Group’s other operating income, net was RMB125.9 2020 AEEEMEBEEFUAAAR

million, mainly including commission income of insurance broker
business, gains on disposal of long-term equity investments,
government grants, dividends and rental income. Among them:

The commission income of insurance broker business mainly
generated from insurance product brokerage business of Zhongli
Insurance Sales Co., Ltd. (“Zhongli Insurance”). In 2020, Zhongli
Insurance had approximately 170,000 customers in total, achieving
premium of RMB143.4 million and net income from brokerage
services of RMB3.2 million;

B2 0B B TERERBEL AE
WA EERPOBRERE RS BT
B REMBEESUWAHh:

REELAZBRAETEZRG R H AR
SREEARAA ([PRRE]) FARRR
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BEE WA DA

In 2020, the Group recorded net gains of RMB57.2 million from
the disposal of long-term equity investment. In order to further
consolidate the micro and small loan business segment, the Group
disposed of its 100% equity interests in Heilongjiang Small Loan
to external independent third parties at a cash consideration of
RMB358.8 million in April 2020, and recorded an investment income
of approximately RMB58.8 million in “other operating income, net”;

In 2020, the Group received government grants and tax refunds of
RMB37.9 million, representing an increase of RMB14.2 million or
59.9% as compared with RMB23.7 million in 2019. Such income
was mainly generated from the policy supports provided by the
governments at all levels for the Group’s local financing guarantee
business;

Dividend income mainly generated from the dividends received from
investment projects of the Group’s capital investment management
business sector;

Rental income mainly generated from the Group’s rental of
repossessed assets and idle properties to third parties.

Provisions for guarantee losses

The provisions for guarantee losses represent a provision for
future payment used in credit guarantee business made by the
Group based on the asset quality of its guarantee portfolio and
past experience. Provision rate reflects the level of provisioning
for future potential default risk associated with the Group’s
guarantee portfolio. As at 31 December 2020, the Group’s
outstanding guarantee balance of the credit guarantee business
was RMB34,162.0 million, representing a decrease of RMB3,683.4
million as compared with RMB37,845.4 million as at 31 December
2019. In light of the decrease in the outstanding guarantee balance
of the credit guarantee business, the Group reversed a total of
provision for guarantee losses of RMB12.5 million in 2020 (2019:
RMB5.4 million) taking into account the credit rating systems for
its various guarantee businesses and valuation on asset quality. As
at 31 December 2020, the provision for guarantee losses of the
credit guarantee business recorded a balance of RMB358.6 million
(31 December 2019: RMB371.1 million) with a stable provision rate
of 1.0% (31 December 2019: 1.0%).

For the detailed information on the assets quality of the credit
guarantee business, please refer to “Management Discussion and
Analysis” on page 48 to page 51.
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Management Discussion and Analysis

Impairment losses

The following table sets forth the breakdown
incurred by the Group for the years indicated:

of impairment losses

B WA

BEERERX

TR AEEBEMRFENEER
(ERENEEEE

For the year ended 31 December

BE12R31BLEE
2020 2019 Change
2020 2019F 28
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BREEFEIN UARBEETIIR) 7 2H 2H BRI %
Provision/(reversal) for impairment losses 142,/ ($[E) fElt 201.1 (3.5) 204.6 5,845.7
for receivables for default payments REFMEERERK
(Reversal)/provision for impairment losses (¥ []) /5t 2% K E (43.7) 118.2 (161.9) (137.0)
for loans and advances to customers RBROEERBRXL
Provision/(reversal) for impairment losses 5112/ (&[] ) fE4L 1.5 9.8 21.3 217.3
for recelvables for factoring business REFNEERBRX
Impairment losses for finance lease EURmERENN 29.1 8.2 20.9 254.9
receivables RERE
Total At 198.0 113.1 84.9 75.1

In 2020, provision for impairment losses of the Group was
RMB198.0 million in total, representing an increase of RMB84.9
million or 75.1% as compared with the impairment losses of
RMB113.1 million in 2019, of which:

In 2020, provision for impairment losses of receivables for default
payments was RMB201.1 million, representing an increase of
RMB204.6 million or 5,845.7% as compared with reversal of
impairment losses of RMB3.5 million in 2019. As most of the
Group’s collaterals are assets related to commercial real estate and
land and the relatively stable prices in such assets in recent years
and the Group'’s expectation of quick disposal of such assets in the
future by way of discount to recover cash quickly, despite that most
of the receivables for default payments are covered by sufficient
collaterals, in 2020, the Group made more provision for impairment
losses for existing receivables for default payments. For the detailed
information on the assets quality of the credit guarantee business,
please refer to “Management Discussion and Analysis” on page 48
to page 51.
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BEE WA DA

In 2020, reversal of impairment losses for loans and advances
to customers of the Group was RMB43.7 million, representing
a decrease of RMB161.9 million or 137.0% as compared with
provision for impairment losses of RMB118.2 million in 2019,
among them:

In 2020, the Group’s micro and small business segment made
reversal for impairment losses of RMB52.7 million, representing a
decrease of RMB157.4 million or 150.3% as compared with the
provision for impairment losses of RMB104.7 million in 2019. In
2020, the amount of impairment losses charged to the statement
of profit or loss for the year was reversed, which is mainly due to
the decrease of RMB2,044.5 million in balance of credit lending
business of micro and small loan business and a higher proportion
of the balance of “Jiaye Loan” business to assets balance of credit
lending business, resulting in the significant decrease in the balance
of provision for impairment losses for the loan asset portfolio as at
31 December 2020. For detailed information on the asset quality
of the micro and small loan business segment, please refer to
“Management Discussion and Analysis” on page 81 to page 83;

In 2020, provision for impairment losses for entrusted loans of the
Group was RMB9.0 million, representing a decrease of RMB4.5
million or 33.3% as compared with provision for impairment
losses of RMB13.5 million in 2019, mainly due to diminishing
business scale of entrusted loan business. As at 31 December
2020, the balance of entrusted loan business was RMB636.1
million, representing a decrease of RMB525.5 million or 45.2% as
compared with RMB1,161.6 million as at 31 December 2019.
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Management Discussion and Analysis

In 2020, the provision for impairment losses of receivables for
factoring business of the Group was RMB11.5 million, representing
an increase of RMB21.3 million or 217.3% as compared with
reversal of impairment losses of RMB9.8 million in 2019, mainly
because the Company adopted a prudent valuation system and
increased the provision of impairment losses for various assets
in response to the exposure of certain customers to short-
term liquidity risk under the impact of “COVID-19 epidemic”. For
detailed information on the assets quality of capital business in the
partnership finance business segment, please refer to “Management
Discussion and Analysis” on page 52 to page 58.

Operating expenses

The table below sets out the breakdown of operating expenses of
the Group for the years indicated:

B WA

2020%F - A& B & ¥ EURIBERFIRD
EEREBEEXAARB 11 5HEE L &
2010F ERIMEEREIEBALAARKIS
BETTHEL EIMARY21.358 T 18
18217.3% FERX [FHERB]HE -
BoEFPESRMRABRREE 28 &%
BEMNEFEOGEE RS E R ERG
RRE-EFBETAEBEEHIREBEH
DHECEHREELGENFHEE F
2BEARE [BEEENRESIN] ZHE
528 £58H °

EEX

TR AEEBEMTFENEES
AR A

For the year ended 31 December

BZ12ABLEE
2020 2019 Change
2020%F 20195 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRAEZHEMN UARBBETIIT) 28 28 2H A%
Staff costs BIEHM 381.6 452.7 (71.1) (15.7)
- Equity-settled share-based payment  — A & E AR5 X 4.5 13.8 9.9 (67.4)
Tax and surcharges e RHm 14.1 13.8 0.3 2.2
Operating lease charges in respect FELEHEER 8.3 16.1 (7.8) (48.4)
of buildings
Depreciation and amortization expenses 47 & 2 # #5513 96.9 69.1 27.8 40.2
Others Hit 173.2 204.6 (31.4) (15.3)
Total &t 674.1 756.3 (82.2) (10.9)
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Management Discussion and Analysis

BEE WA DA

In 2020, the Group reported operating expenses of RMB674.1
million, representing a decrease of RMB82.2 million or 10.9% as
compared with RMB756.3 million in 2019. In particular:

If the staff costs incurred by “equity-settled share-based payment”
were excluded, staff costs paid by the Group would be RMB377.1
million in 2020, representing a decrease of RMB61.8 million or
14.1% as compared with RMB438.9 million in 2019. In 2020, the
Group continued to optimize its personnel structure, to meet the
ever growing demand. After the “COVID-19 epidemic”, governments
at all levels have introduced specific relief and preferential measures
such as reduction to exemption in various employee social
insurance expenses borne by the companies;

Since 2017, some branches of the Group gradually began to
purchase office buildings suitable in line with business demands to
replace the long-term leased property office solution. Such proposal
led to a decline in the overall rental expenses of the Group as well
as an increase in depreciation and amortization expenses related
to properties. Generally, through the above replacement strategy,
the Group held properties and real estates with higher value whose
long-term returns continued to increase; and

In 2020, other operating expenses were RMB173.2 million,
representing a decrease of RMB31.4 million or 15.3% as compared
with RMB204.6 million in 2019. In 2020, the Group continued
to adopt cost optimization management measures to control
expenses. As a result, various expenses as a percentage of total
operating expenses remained stable without drastic fluctuations.
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Management Discussion and Analysis

B WA

SELECTED ITEMS OF THE CONSOLIDATED
STATEMENT OF FINANCIAL POSITION

The following table sets forth the Group’s assets and liabilities as at

the dates indicated:

As at 31 December

SO BMRRRIEE

TRENAEERAREMNEERE
EHE:

BZ12A31H
2020 2019 Change
2020 2019%F 29

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRBEFRIN UAREFETIIR) 28 2 2 B %
Assets BE

Cash and cash equivalents EkEe 1,505.2 1,636.1 (130.9) (8.0)
Time and restricted bank deposits EHREBRITER 2,210.6 2,219.5 (8.9 (0.4)
Trade and other receivables M 2 L At e Uk 500E 1,868.8 1,634.1 234.7 14.4
Receivables for factoring business FEYIRIE K 1,308.5 1,736.0 (427.5) (24.6)
Loans and advances to customers EHERRS 2,213.6 4,677.5 (2,463.9) (52.7)
Finance lease receivables JE R é“%ﬁ‘ii 108.2 166.2 (58.0) (34.9)
Financial assets measured at fair value WAL BEGFEAEEEH 2,135.8 18125 323.3 17.8

through profit or loss FAEHERNEREE

Repossessed assets KEEE 219.9 3025 (82.6) (27.3)
Property, plant and equipment mE BERHE 1,108.1 1,194.0 (85.9) (7.2)
Intangible assets EREE 98.9 70.8 28.1 39.7
Interest in associates RERERE Bt 1,558.8 1,500.3 58.5 3.9
Goodwil HE 9.7 9.7 = =
Deferred tax assets ERMBHEE 485.3 533.8 (48.5) 9.1)
Investment properties RENRHE 322 33.5 1.3 (3.9
Total assets BEE 14,863.6 17,526.5 (2,662.9) (15.2)
Liabilities =R

Interest-bearing borrowings FTEMER 5,162.8 6,006.3 (843.5) (14.0)
Debts securities issued ERES - 1,471.2 (1,471.2) (100.0)
Financial assets sold under repurchase B HEHESBEE 165.8 331.0 (165.2) (49.9)

agreements

Deferred income REHMETLEES 371.0 508.1 (137.1) (27.0)
Provisions for guarantee losses EREEE Eﬁi 358.6 3711 (12.5) (3.4)
Customer pledged deposits FEAGES 65.2 92.5 (27.3) (29.5)
Accruals and other payables FERt REMERR 441.3 579.8 (138.5) (23.9)
Current tax liabilities & EHMEHAR 168.5 221.3 (52.8) (23.9)
Lease liabilities HEAE 33.5 32.6 0.9 2.8
Total liabilities HeE 6,766.7 9,613.9 (2,847.2) (29.6)
NET ASSETS EEFE 8,096.9 7,912.6 184.3 2.3
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Management Discussion and Analysis

BEE WA DA

Cash and cash equivalents

The following table sets forth the Group’s cash and cash
equivalents as at the dates indicated:

EWmES

TR AEERAMTEHANERES

As at 31 December

BZ12A31H8
2020 2019 Change
2020%F 20195 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) 28 i i AR %
Cash on hand ERHRE 0.1 0.1 - -
Cash at banks BITHER 1,505.1 1,636.0 (130.9) (8.0)
Total &%t 1,505.2 1,636.1 (130.9) (8.0)

Cash and cash equivalents include cash on hand and at banks. As
at 31 December 2020, the balance of cash and cash equivalents
of the Group came in at RMB1,505.2 million, remaining stable as
compared with RMB1,636.1 million as at 31 December 2019. In
2020, the Group has always adopted flexible and variable cash
management and asset allocation policies to improve liquidity
management.
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Management Discussion and Analysis
EEENWmED T

Trade and other receivables R EEWRRE

The trade and other receivables of the Group consist of receivables AEBREKREEMEKRRIETZEBRRER
for default payments under credit guarantee business, receivables SEEAEREBHEBKRRER B
for assets disposal and prepayments. The following table sets BEHEEFARBBAREBE - TRHII K
forth the breakdown of trade and other receivables as at the dates SE R AT B A FE U K H b FE W RRIR
indicated: HIEA AR

As at 31 December

BZ12A318
2020 2019 Change
20205 2019F 2%

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFAIN DAREBETIIR) tH 3 3 B %
Receivables for default payments FEWRER 1,327.7 7413 586.4 79.1
Trade receivables R BR K 68.6 89.1 (20.5) (23.0)
Less: allowance for default B ERRERERES (449.5) (285.5) 164.0 57.4

payment receivables
Subtotal Nt 946.8 544.9 401.9 73.8
Interest receivables JE Y B 56.4 88.8 (32.4) (36.5)
Receivables for assets disposal EURBEEZR 596.7 717.6 (120.9) (16.8)
Other prepayments, deposits and HpBAE AERk 268.9 2828 (13.9) 4.9)

other receivables Hib W IR
Subtotal Nt 922.0 1,089.2 (167.2) (15.4)
Total @t 1,868.8 1,634.1 234.7 14.4
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Management Discussion and Analysis

BEE WA DA

As at 31 December 2020, the balance of default payment
receivable was RMB1,327.7 million, representing an increase of
RMB586.4 million or 79.1% as compared with RMB741.3 million as
at 31 December 2019. Excluding the default payment for a targeted
debt financing instrument, the Group made default payments
amounting to RMB171.8 million cumulatively on behalf of defaulting
clients in respect of the regular credit guarantee business in 2020,
representing an increase of RMB50.1 million or 41.2% as compared
with the total default payments of RMB121.7 million in 2019.

For defaulting customers, the Group continued to strengthen the
management on collateral, and disposal of non-performing assets in
order to quickly recover funds. In 2020, the Group recovered a total
of RMB118.2 million of default payments from defaulting customers,
representing a decrease of RMB11.4 million or 8.8% as compared
with RMB129.6 million in 2019. Meanwhile, the Group wrote off
RMB55.0 million worth of default payments in total in 2020 (2019:
RMB96.6 million) and recovered default payments of RMB17.8
million (2019: RMB43.6 million) written off in previous years.

As at 31 December 2020, the balance of receivables for default
payments was RMB1,327.7 million, corresponding to the
balance of provision at RMB449.5 million. The overall provision
rate was 33.9%, representing a decrease of 4.6 percentage
points as compared with the overall provision rate of 38.5%
as at 31 December 2019. For the detailed information on the
assets quality of the credit guarantee business, please refer to
“Management Discussion and Analysis” of this report on page 48 to
page 51.

Other prepayments, deposits and other receivables mainly
include security deposits and deposits for various businesses
of the Group in the course of its operation as required by third
parties, prepayment for operation and all types of advances for
business operation. As at 31 December 2020, the balance of
other prepayments, deposits and other receivables was RMB268.9
million, representing a slight decrease of 4.9% as compared with
RMB282.8 million as at 31 December 2019.
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Management Discussion and Analysis

Receivables for factoring business

The following table sets forth the receivables for factoring business
of the Group as at the dates indicated:

B WA

FE W 4R 3 K

TR AEER PR B B R RE

4 .
AN

As at 31 December

BZ12A31H8
2019 Change
2020%F 2019F 2%

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) i i AR %
Receivables for factoring business FEMURIE K 1,202.9 1,706.5 (413.6) (24.2)
Add: interest receivables n: e S 61.9 (4.6) (7.4)
Less: allowance for doubtful debts W EEEE (32.4) 9.3 28.7
Total &t 1,308.5 1,736.0 (427.5) (24.6)

The Group has constantly enhanced its creditability and made use
of transfer of accounts receivable and commercial bill discount
instruments appropriately to meet the funding needs of SMEs. In
2020, the cumulative amount of receivables for factoring business
was RMB1,662.6 million. As at 31 December 2020, the net
balance of receivables for factoring business arising from factoring
of accounts receivable provided by the Group to clients was
RMB1,308.5 million, a 24.6% decline, or RMB427.5 million, as
compared with RMB1,736.0 million as at 31 December 2019.

REBMATEILAENEE (588

GEMABKEREE HEZEIR
EEBTEA URRBERFP/NEED
BB T 2020F  FEUWBR IR I 15
2t LEmEAARE1,662.68 8T &
Z2020F12A31H AEBHEMREFIE
H FE W BR SRR 12 AR 7 2 A2 A9 JE BUIR BB 3K
SFEE A ARE1,808.5F & T 20194
128318 FEARK1,736.08 8 T A
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Management Discussion and Analysis

BEE WA DA

Financial assets measured at fair value through profit or

loss

The following table sets forth the Group’s financial assets measured

at fair value through profit or loss as at the dates indicated:

UAREBEEAEAESHTAEHES

TRFINAKERAREBARABE
AEREEFHAEHEENEREE:

As at 31 December

HZ12A318
2020 2019 Change
2020 20195 £
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(RREZAIN DAREBETIIR) 7 3. 28 B %
Unlisted debt investment FEMERERE 1,058.1 914.8 143.3 15.7
Unlisted equity investment FEMBRERE 4426 387.7 54.9 14.2
Listed equity investment rikERE 54.6 74.4 (19.8) (26.6)
Non-performing assets package TREER 580.5 4356 144.9 33.3
Total &t 2,135.8 1,812.5 323.3 17.8

As at 31 December 2020, the Group’s unlisted debt investment
was RMB1,0568.1 million, representing an increase of RMB143.3
million or 15.7% as compared with the unlisted debt investment
of RMB914.8 million as at 31 December 2019. Since the
implementation of the Regulations and its supporting rules, the
subsidiaries of the Group engaging in financing guarantee business
have gradually increased their allocation ratio of qualified time
deposits, bond assets and other assets with higher liquidity.

As at 31 December 2020, the Group’s unlisted equity investment
(independent third party companies) was RMB442.6 million,
representing an increase of RMB54.9 million or 14.2% as compared
with RMB387.7 million as at 31 December 2019, mainly due to the
sustainable development of the companies invested by the Group,
resulting in continuous increase in their fair value.
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Management Discussion and Analysis

As at 31 December 2020, the Group’s listed equity investment
was RMB54.6 million, representing a decrease of RMB19.8 million
or 26.6% as compared with RMB74.4 million as at 31 December
2019, mainly due to the disposal of certain listed equity investment
in 2020.

As at 31 December 2020, the Group’s non-performing assets
package was RMB580.5 million, representing an increase of
RMB144.9 million or 33.3% as compared with RMB435.6 million
as at 31 December 2019, which was due to the expansion of non-
performing assets acquired and managed by Fu’an Asset.

Interest in associates

The following table sets forth the Group’s interest in associates as
at the dates indicated:

B WA

HE2020F12A31H AEEFBRE LT
fEEARES468H BT 8B2019F 121
STHBBARE44GE T RL AR
¥19.8H BT [R1826.6% ERMAL T B
2020F B E T EH D EMIREREFTE -

HE2020F12A31H AEFBRENT
REEBARKS80.5H 8 T B20194F
12A31 B % ARKA35.6F &L 0
ARB144 08 &L £ 1833.3% K1
MEBERELEEHINREREETR
BEEREBENER-

RURERE-BELX

TREHAEERFAR BRI RE
RE-B2EE:

As at 31 December

BZ12A31H
2020 2019 Change
2020 2019F #

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRAEZHN UARBBETIIT) 3] 2 B A%
Interest in associates: RERERE-BEbFE:

Chongaing Fumin Bank Co., Ltd. EEERBIURNEBRAA 1,057.5 989.3 68.2 6.9
Shandong Financial Assets Exchange LWREBEER P L 65.7 63.9 1.8 2.8

Co., Ltd. BRAT

Others Hit 435.6 447 1 (11.5) 2.6)
Total Ch 1,558.8 1,500.3 58.5 3.9

The interest in associates is mainly investment in Fumin Bank. The
Group and six domestic institutions in China jointly founded Fumin
Bank in 2016. The Company invested RMB900.0 million in Fumin
Bank for a 30% of its registered capital and became its largest
shareholder. Fumin Bank formally started business in August 2016.

RHRBERE-BECEFSTRYUER
BITHRE - N20165F  KAEBHEHIER
ANEMBARAEEITERET AAQ
AIUARKQV.OB B TH ERIFITET
L& ARREEREITAREL B
HEMEARMNI% TREERARE A
ERBITHNE-ARR-BERE|ITER
20168 HFAMIEREZE-
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Management Discussion and Analysis

BEE WA DA

Benefiting from the increase in deposits, Fumin Bank has recorded
growth in total assets and liabilities in the previous years. As at
31 December 2020, Fumin Bank had total assets of RMB53,177.2
million (31 December 2019: RMB45,152.4 million) and total liabilities
of RMB49,652.2 million (31 December 2019: RMB41,854.9 million).
At the same time, its profitability remained stable. In 2020, Fumin
Bank achieved a net profit of RMB216.4 million, maintaining
basically the same level as compared with RMB218.5 million in
2019.

Repossessed assets

The following table sets forth the repossessed assets of the Group
as at the dates indicated:

BERRRFRAENER SRR
BEEAENMBBERAETBELTENT
E RS H T2020F128318 B
RIBTEEBLER/RARKES3 177288
7T (2019F 12 A31H : AR ¥45,152.4
BEL) AEHEAEAREK49,652.2
A& (2019%F12A318: AR
41,854.9B B L) - R - H & F g R
FIBE-2020F E RIBITHFTERF
FHEARE216.48 & T H2019F F F
HARB21855ETAL  EAEE -

BEEEE

TREIAKERAREHNEEEE

As at 31 December

BZ12R318
2020 2019 Change
2020%F 20195 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRAEZHEN UARBBETIIT) 28 k- 28 A%
Land and buildings THREEY 197.0 271.0 (74.0) (27.3)
Others Hity 22.9 315 (8.6) (27.3)
Total a3 219.9 302.5 (82.6) (27.3)

Repossessed assets mainly are land and buildings and other assets
recovered from defaulting clients of the Group’s guarantee business.
As at 31 December 2020, the balance of repossessed assets
was RMB219.9 million, a 27.3% decrease, or RMB82.6 million,
from RMB302.5 million as at 31 December 2019. The Group has
implemented scientific recovery measures against defaulting clients
and applied strict performance assessment to motivate the project
team, so as to step up management on collateral and disposal of
non-performing assets with a view to accelerating the recovery of
funds and reducing the balance of repossessed assets.
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Management Discussion and Analysis

Finance lease receivables

The table below presents financial lease receivables of the Group as
at the dates indicated:

B WA

FE W m & A E K

TRFINAKERFAREHNEERE

MER:

As at 31 December

BZ12A31H8
2020 2019 Change
2020%F 2019F 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) 28 i i AR %
Finance lease receivables FERHERER 205.5 236.4 (30.9) (13.1)
Less: unearned finance lease income wRBRBE NS (30.3) (32.3) 2.0) 6.2)
Present value of minimum finance EERERENTE 175.2 204.1 (28.9) (14.2)
lease receivables
Less: provision for impairment losses BREERS (67.0) (37.9) 29.1 76.8
Net balance FHE 108.2 166.2 (58.0) (34.9)

As at 31 December 2020, the net balance of finance lease
receivables which is generated from finance lease services provided
by the Group to clients was RMB108.2 million, representing a
decrease of RMB58.0 million or 34.9% as compared to that as
at 31 December 2019, mainly due to the fact that the business
stopped naturally upon expiration and was no longer granted.

B E2020F12A31B AEBRHEARE
RUEREHERBEENERRERE
HEHEAARK108.28H 8 T B2019F
12A31B M > AR®S58.08 & T &R
34.9% HRALETEREKIHP A AR
W TNEBERFATE -
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Management Discussion and Analysis

BEE WA DA

Interest-bearing borrowings

As at 31 December 2020, interest-bearing borrowings of the
Group grossed RMB5,162.8 million. The following table sets out a
breakdown of interest-bearing borrowings of the Group as at the
dates indicated as follows:

SFEER
HE2020F 128318 - AEEFHF BB

HREASARKES16288 8T TREJ
REBERFR BB S ERAA:

As at 31 December

HZ12A318
2020 2019 Change
20205 2019%F )

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRAZHEN UARBEETIIT) 7 2H 2HF B %
Bank loans RITER

~ Unsecured —ERER 252.4 573.3 (320.9) (56.0)

- Secured by properties of the Group —UAKEMEERR 174.6 184.2 9.6) (5.2)

- Secured by other assets of the Group  — U ASBEE M EEEL 370.0 591.4 (221.4) (37.4)

- Guaranteed by third parties ~BZHER 153.0 220.0 (67.0) (30.5)
Subtotal It 950.0 1,568.9 (618.9) (39.4)
Other borrowings HA &R 2,882.8 2,788.6 94.2 34
Other interest-bearing liabilities Hipst 8 8E 1,269.4 1,599.5 (330.1) (20.6)
Interest payables FERF & 60.6 49.3 11.3 22.9
Total &t 5,162.8 6,006.3 (843.5) (14.0)

Hanhua Financial Holding Co., Ltd.
RESERPERAH



Management Discussion and Analysis

The following table sets forth the maturity mix of interest-bearing
borrowings of the Group as at the dates indicated:

B WA

TREINAEERFAR B B SERD
FHA

As at 31 December

BZ12R318
2020 2019 Change
2020 20195 g
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFAIN DAREBETIIR) 2H k2. 2H B %
Due within one year 1A 2,619.3 3,008.1 (388.8) (12.9)
Due between one year and two years 1ER2F LR 1,726.9 1,289.3 437.6 339
Due between two years and five years ~ 2F E5F LR 584.3 903.7 (319.4) (35.9)
Due over five years 5E F 171.7 755.9 (584.2) (77.3)
Interest payables RS 60.6 49.3 1.3 229
Total &3t 5,162.8 6,006.3 (843.5) (14.0)
As at 31 December 2020, bank borrowings to the amount of B £2020F12A31H 2B A AR

RMB174.6 million were secured by mortgage of properties
owned by the Group (31 December 2019: RMB184.2 million).
As at 31 December 2020, the carrying value of properties held
in mortgage grossed RMB346.4 million (31 December 2019:
RMB359.3 million).

As at 31 December 2020, bank borrowings to the amount of
RMB370.0 million were secured by mortgage of other assets owned
by the Group (31 December 2019: RMB591.4 million). The assets
held in mortgage comprised mainly assets such as receivables for
factoring business that are highly liquid and in compliance with
credit review standards set by credit granting parties.

In 2020, the Group paid all interest-bearing borrowings prior to due

date and was free from any default record.

For more detailed discussion of the Group’s interest rate risk,
please refer to Note 37(b) to financial statements.

174.6B & 7T (2019128310 : AR
184 2BB L) MIBTTERANLAEEERE
Y XA - £22020F12831H
EHEMENFEBLERARYEIL6.485E
7T (2019F12A31H : AR ¥359.38 &
JL) e

H 22020 12A31H 28 AARE
370.0B BT (2019F12831H: AR ¥
501488 T)MIRITERUAAEE KM
BEERER ERNEEZZREAR
Bt HEEREAEAEEZENER
REBEFEEE-

20205 A EF AN EBTENE
REMEERRZNER LEMTMHE
HIRCER -

FEAEBENERBREAETNTR B
2P BHREM F37(b)
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Management Discussion and Analysis
BB WD

Financial assets sold under repurchase agreements

The table below presents financial assets sold under repurchase

agreements held by the Group as at the dates indicated:

BErOBEsREE

TRENAEERMTEHNELEE
TREE:

As at 31 December

BZ12A31H8
2020 2019 Change
2020%F 20195 2%

(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) 28 i i AR %
Beneficial rights of loans and advances M EH R Bl #E 17.0 17.0 = =

to customers
Beneficial rights of receivables for FER B k25 144.7 308.9 (164.2) (53.2)

factoring business
Interest payables FERF & 4.1 5.1 (1.0 (19.6)
Total &t 165.8 331.0 (165.2) (49.9)

As at 31 December 2020, the balance of the Group’s financial
assets sold under repurchase agreements was RMB165.8
million, representing a decrease of RMB165.2 million or 49.9% as

compared with RMB331.0 million as at 31 December 2019.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Accruals and other payables

The following table sets forth the breakdown of accruals and other
payables of the Group as at the dates indicated:

B WA

P& 5T B2 E At BB A 3K

TRFINAEER/RE BB REM
JE S SRRV B A4

As at 31 December

HZ12A31H
2020 2019 Change
2020%F 2019%F 29
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REEFRIN UARBEBETIIR) 7 2H 2H B %
Other payables HibhEI® 340.3 496.6 (156.3) (31.5)
Accrued staff cost JET I T 5 BN 52.7 62.7 (10.0) (15.9)
Value-added tax and other surcharges ~ FETSSERR R E A & 13.6 6.1 75 123.0
payable
Withholding individual income tax payable 8 $1E X {8 A FT/E % 4.4 4.7 0.3 (6.4)
Receipts in advance BUIER 30.3 9.7 20.6 212.4
Total &t 441.3 579.8 (138.5) (23.9)

Other payables represent various deposits and payment for
business partnership that were interest free and collected from
external partners. As at 31 December 2020, the balance of
accruals and other payables of the Group was RMB441.3 million,
representing a decrease of RMB138.5 million or 23.9% as
compared with RMB579.8 million as at 31 December 2019, mainly
due to the settlement of various amounts falling due for operation
on normal basis.

EMmENRRELAAIEGHEBRES M
INEEEEEWEE Tt EMZERE
T EBEIERF B E20206F12H31
B AEBEEFREMENRBEAA
R#441. 38T 2019F12A31H K
AR¥579.8B BT B> ARK138.5
BET BIE23.9% ETHRITEREHE
EREFBERHEEEEME-
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BEE WA DA

Debts securities issued

The following table sets forth the breakdown of debts securities
issued by the Group as at the dates indicated:

BN ES

TREHAKERATEHEMNESTD
B4R

As at 31 December

BZ12A31H8
2020 2019 Change
2020%F 2019F 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BRRAEZHEN UARBBETIIT) 28 i i AR %
Fixed rate corporate bonds maturing 202046 A 5| HiA) - 1,426.2 (1,426.2) (100.0)
in June 2020 EEFEDRES
Interest payables R F 2 - 45.0 (45.0) (100.0)
Total &t - 1,471.2 (1,471.2) (100.0)

The Company issued RMB1.5 billion worth of phase-I bond of five-
year maturity with coupon rate of 6.1% in the Shanghai Stock
Exchange (“SSE”) in June 2015 (SSE abbreviation:14 Hanhua 01).
On 3 June 2018, the Group redeemed RMB72.8 million of the
bonds, and increased the coupon rate of remaining bonds totaling
RMB1,427.2 million to 6.9% per annum for the remaining duration.
On 10 June 2020, the Group completed the payment of the
remaining principal of the bonds (RMB1,427.2 million) and interest
as well as delisting on the SSE.

Debt-to-equity ratio

As at 31 December 2020, the debt-to-equity ratio (calculated by
sum of interest-bearing borrowings, financial assets sold under
repurchase agreement and debt securities issued, over total equity)
of the Group was 65.8% (31 December 2019: 98.7%).

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

Capital expenditure

The following table sets forth the Group’s capital expenditure as at
the dates indicated:

B WA

BXRMEX
TREIRATEEAEIERFR -

For the year ended 31 December

BZ12A31HLEE
2019 Change
2020%F 20195 2%
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(REZEFHIN UARKBRETIIT) ¥ ¥ A%
Capital expenditure EAHY 357.5 (342.4) (95.8)

The Group’s capital expenditure mainly comprises long-term rent
paid for new business outlets along with business expansion,
and spending on IT hardware and system acquired and office
buildings bought. In 2020, the capital expenditure was RMB15.1
million, representing a decrease of RMB342.4 million or 95.8% as
compared with RMB357.5 million in 2019. The Group purchased
office buildings for local institutions as office space in 2019,
intending to replace the properties leased from third-party by
purchasing assets. In 2020, the Group had no significant capital
expenditure items.

CAPITAL COMMITMENT AND CONTRACTUAL
OBLIGATION

Capital commitment

The following table sets forth the Group’s capital commitment
relating to acquisition of fixed assets as at the dates indicated
(mainly properties, machine and vehicles):

AEBEARAITEZVEEFRERE
XN BARTERINNRBES
BEMNEERMEENRS ULKEE
PWRAERNFE T 20200 EABEZ A A
RE151BH B T &2019F A R#¥357.5
BETL R AREII2ATE T BER
95.8% c 2019F A KB S ik#EIEE &
E¥m g BEEBRBEEENTAY
BEEFE=TWMEEAMN QB - 2020
FoAREBBEREAMALIER -

EXRREREGNER

EAREIE

TREHN R~ H AL B WERTE
BE(TEADE BERAE)INER
R

As at 31 December

BZ12A318
2019 Change
2020%F 2019F &
(Expressed in RMB million, unless otherwise stated) Amount Amount Amount  Percentage %
(BREEFEIN UAREEETLIIT) 2H 57 A%
Commitments in respect of purchase of ~ WEEET EEFELM 5.5 (3.6) (65.9)
fixed assets — contracted for AE-BEY

As at 31 December 2020, the amount of capital commitment was
RMB1.9 million, representing a decrease of RMB3.6 million or
65.5% as compared with RMB5.5 million as at 31 December 2019.

HE2020F12A31H EARAKESTEL
ARB19EE L 82019F12A31H A
R¥ssmE T THRARKIES L
% 1865.5% °

Annual Report 2020
“BoBEFR

115



116

Management Discussion and Analysis

BEE WA DA

Intra-group liabilities

As at 31 December 2020, the Company provided guarantee for
an aggregate of RMB2,588.8 million of borrowings from specific
institutions by the subsidiaries of the Group.

As at 31 December 2020, the Group’s outstanding guarantee
balance of the credit guarantee business was assumed by Hanhua
Guarantee, an affiliate of the Group with financing guarantee
qualification, and its branches and subsidiaries. For information of
the credit guarantee business, please refer to page 24 to 52 of this
report.

As none of the credit guarantee affiliates has taken in any fund from
any other legal entity of the Group and all credit guarantee affiliates
are limited liability companies under the law of the PRC, the
Company is liable for the debts of only one credit guarantee affiliate
(to the extent of the capital contribution of the Group). Should any
credit guarantee affiliate of the Group fail to pay any contingent
liability under outstanding guarantee, the Group’s liability under
such outstanding guarantee will not have negative impact on the
business and performance of other entities of the Group.

As at 31 December 2020, the balance of guarantee liability
assumed by credit guarantee affiliates of the Group for
certain small loans extended by small loan affiliates of the
Group was RMB311.6 million (31 December 2019: RMB320.7
million). Such small loans have been included in the loans and
advances to customers in the Group’s consolidated financial
statements, and the aforesaid amount was not included in the
balance of credit guarantee of the Group to avoid duplicate
computation and overestimation of credit risk assumed by
the Group. Should relevant credit guarantee affiliates be
liquidated or bankrupt, these loans will not be guaranteed
and small loan affiliates will be threatened by higher potential
credit risk. As loans guaranteed by credit guarantee affiliates
are individually insignificant and widely distributed, the Group
believes any of these small loans ceasing to be guaranteed
by credit guarantee affiliates will not have material impact on
the business and performance of other affiliates.

Hanhua Financial Holding Co., Ltd.
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Management Discussion and Analysis

CAPITAL STRUCTURE, LIQUIDITY AND
FINANCIAL RESOURCES

Capital structure

Qur share capital was RMB4,600.0 million as at 31 December
2020, made up of 3,430,000,000 domestic shares and
1,170,000,000 H shares, at a face value of RMB1.00 per
share.

Liquidity and capital resources

We meet working capital and other capital needs with capital
contributions from shareholders, bank borrowings, bond
issue, cash inflow from operating activities and proceeds from
IPO. Our working capital and other capital needs are related
to micro loans and entrusted loans, default payment, margins
maintained at banks, and other working capital needs.

As at 31 December 2020, we had cash and cash equivalents
to the amount of RMB1,505.2 million (31 December 2019:
RMB1,636.1 million). For the year ended 31 December 2020,
the Group did not use any financial instrument for hedging
purpose.

B WA

EXRER RBDESRUYBER

BEXRRE

H E2020F 128318 H AR A A A
R #4,600.08 & JT ' F13,430,000,000%
&R K1,170,000,000 88 HA% 48 FX
BEEHS A AR1.007T-

RBEETREXER

BAHETEABRRORELE  RITER
BTEF REELENRERARAER
NHABRAESKANLEEES NEME
ABRREHRES -RMANABDESRE
ABRFBEFHNMIERRRAEER
XHEANF #RFRBTERRESR
REMEEESHRARM-

HE2020F12A31H RN EBES
BARYA1,505.28 8T (2019612 531
H: AR%1636.1E87T) & £2020
F12A3MAEFE A5EFBLEFAE
e T EEHPRR-
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BEE WA DA

Indebtedness

As at 31 December 2020, we had a total of RMB5,263.9 million
(81 December 2019: RMB7,709.1 million) interest-bearing debts
outstanding, of which RMB5,263.9 million (31 December 2019:
RMB7,709.1 million) had fixed interest rates. The due dates
fall between 7 January 2021 and 3 December 2032. As at
31 December 2020, we had been paying the principal and interest
of all debts on time.

Off-balance sheet arrangements

We are a party to contracts associated with off-balance sheet risks
in day-to-day business activities. The contractual value reflects
the maximum credit loss risk we assume to the extent of our
involvement in credit guarantee. As at 31 December 2020, we had
credit guarantee outstanding to the amount of RMB34,162.0 million
(81 December 2019: RMB37,845.4 million).

We have no off-balance sheet arrangement other than those
disclosed above.
Foreign exchange risk exposure

The Group is free from material foreign exchange risk as it
concludes deals mainly in Renminbi.
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Management Discussion and Analysis

SIGNIFICANT INVESTMENT

On 28 April 2020, the Group entered into the limited joint
venture agreement with Liaoning Shenfu New District State-
owned Assets Management Co., Ltd. (“Shenfu Assets”) to
establish a joint venture, Lianning RongDan Development
Investment Management Center Partnership Enterprise
(Limited Partnership), for the investment in the inclusive
financing guarantee institution controlled by the Group.
According to the limited joint venture agreement, the total
capital commitment of the joint venture is RMB3,000.0
million, of which the Group and Shenfu Assets will contribute
RMB1,000.0 million and RMB2,000.0 million respectively.
Upon completion of capital injection, the proportion of
shares held by the Group and Shenfu Assets will be 33.33%
and 66.67%, respectively. The financial results of the joint
venture and inclusive financing guarantee institution will be
included in the Group’s consolidated financial statements.
As at the date of approval of this report, the Group and
Shenfu Assets have yet to make contribution and the joint
venture has yet to commence operation. It is expected that
the Group will introduce support funds for the government
financing guarantee industry and will invest in the financing
guarantee institutions in Liaoning Province, and will integrate
the resources and business advantages accumulated by the
Group in Liaoning Province over the past 16 years, as well
as the technology, system and team advantages in the field
of financing guarantee, combining with the funds and credit
provided by the local government, actively participate in the
construction of local financing guarantee system. It will help
the Group’s business development in Liaoning region, as well
as innovate investment and management models in the field
of financing guarantee, also provides financing services for
the real economy and small and medium-size enterprise and
make it bigger and stronger. The investment constituted a
major transaction of the Company under Chapter 14 of the
Rules Governing the Listing of Securities on the Hong Kong
Stock Exchange (the “Listing Rules”), and was approved
by the shareholders in June 2020. For details on such
investment, please refer to the announcement of the Company
dated 28 April 2020 and the circular of the Company dated
11 June 2020.

B WA
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BEE WA DA

MAJOR ACQUISITION AND DISPOSAL

On 10 April 2020, the Group disposed of its 100% equity interests
in Heilongjiang Hanhua Internet Small Loan Co., Ltd. to Shenzhen
Fantai Information Technology Service Co., Ltd., Guangzhou Fake
Automation Technology Holdings Ltd., Guangzhou Linggiu Network
Technology Co., Ltd. and Guangdong Lijun Information Technology
Co., Ltd at a consideration of RMB358.0 million in cash. Upon
completion of the transaction, the Group no longer holds any equity
interest in Heilongjiang Small Loan. The transaction constituted a
major transaction of the Company under Chapter 14 of the Listing
Rules, and was approved by the shareholders in June 2020. For
details of the transaction, please refer to the announcement of the
Company dated 13 April 2020 and the circular of the Company
dated 11 June 2020.

PLEDGE OF ASSETS

As at 31 December 2020, the Group had buildings to the carrying
value of RMB346.4 million (31 December 2019: RMB359.3 million)
put in pledge for bank loans.

CONTINGENT LIABILITIES

The Group had no significant contingent liability as at 31 December

2020 other than the off-balance sheet arrangements disclosed on
page 118.
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Management Discussion and Analysis

INFORMATION TECHNOLOGY

Upholding the principle of integrating information technology
with business strategies, the Company continued to formulate
the informatization plan of the Group, optimize its information
technology governance structure, and promote the construction
of information technology infrastructure and important information
systems based on the Company’s business strategies, thereby
ensuring the stable operation of its information systems and
providing strong support for strengthening the management and
business innovation of the Group.

Information Technology Governance

In the management with the president as the core, an information
construction leading group has been set up to play the role of major
decision-making, important project establishment, coordination and
supervision, thus forming a regular decision-making mechanism for
information construction.

Information Planning

Focusing on its strategic goal of creating a Chinese sample of
inclusive finance and on the basis of the existing information
planning, the Company pushed forward the dynamic formulation
of an information plan, and made clear that the priority for 2020-
2021 is optimize and upgrade business systems and manage data
assets, so as to support the implementation of the Company’s
strategies and enhance its management and operating efficiency.

The Company effectively defined system boundaries and positioning
by creating an integrated operation and maintenance process and
improving relevant functions, and introduced new technologies to
gradually realize automatic replacement of the whole process of
core business system products, while leveraging modularization
and cloud services to meet the market demand for rapid iteration
of products, with a view to building an integrated business platform
based on financial technology (fintech).
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BEE WA DA

On the basis of the existing data warehouse, data mart and in-
memory Bl analysis tools, the Company built capabilities in internal
and external data collection, unstructured data analysis and data
tag creation. The Company acquired a full range of data assets,
created complete connections among business objects, further
protected and improved the value of data assets, in an effort to
avoid the sinking of data assets.

Information System Construction

According to the Group’s management, business development and
innovation needs, the Company accelerated the construction of
various information systems.

In order to optimize human resources management and services,
the Company improved the recording of organizational and
personnel information in all aspects to form a complete set of
personal data on employees, while providing mobile self-service
functions to serve employees, setting annual performance targets
and conducting performance appraisal through performance
management functions, and improving employees’ self-learning
results through an online learning platform. The Company provided
an approval process platform and mobile modeling platform with
flexible configuration, and established and adjusted online approval
procedures processes that can change rapidly in tandem with
business development. A mature financial system is in place to
handle all revenues and expenses and accounting procedures of
the Company and provide employees with an online reimbursement
mechanism. A stable knowledge management platform has been
set up to manage and store various electronic files of the Company
in a centralized manner and enhance the security of digital assets
through encryption and watermarking functions. A number of
communication and collaboration mechanisms including an email
system, an instant messaging platform, a video conferencing
platform, and an online conferencing platform, are employed to
facilitate efficient collaboration among employees.
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Management Discussion and Analysis

In respect of partnership finance, the Company adopted the
new dual-engine development model of “industrial finance +
technology finance”, identified industry pain points by going
deep in industrial chain finance, embraced fintech to transform
the financial service model, with a view to facilitating industrial
upgrading. The management of the Company firmly promoted the
digital transformation of its business, and established an online
supply chain finance service platform called “Hanhua Cloud Chain”
through comprehensive strategic cooperation with Tencent, so as
to build digital financial service capabilities in an all-round manner.
“Hanhua Cloud Chain” makes full use of Tencent’s cutting-edge
technology capabilities including Al, big data, cloud computing
and blockchain to build system modules for digital identity
authentication of enterprises, remote electronic signing, quantitative
risk control decision-making, and real-time payment & settlement,
thus opening up an Internet channel of financing services for SMEs.
Meanwhile, by building open API capabilities in loan application,
credit granting, loan release and repayment, we have established a
real-time collaborative digital channel with partners including core
enterprises, industrial platforms and banks to enable a fully digital
process from pre-loan risk screening, loan risk control and post-
loan risk monitoring, thus improving the efficiency of financing
services, reducing the cost of financing services and solving the
problem of difficult and expensive financing facing SMEs in the
industry chain. In order to promote all employees to be “customer-
centric” and improve the quality of customer service in an all-
round way, the Company employed a customer relationship
management (CRM) system to establish a standardized, digital,
automated, and intelligent process system for marketing, sales and
customer service. The CRM system forms comprehensive customer
profiles through data precipitation and analysis to enable precision
marketing and on-demand services for customers. In an effort to
improve the standardization and efficiency of internal management,
the Company further promoted the upgrade of core business
systems, improved its seal management system, performance
accounting system, data warehouse and Bl analysis platform,
and incorporated the value chain of business management into
the information system, thus strengthening the standardization of
business procedures, improving the risk control capabilities and
enhancing the efficiency of internal collaboration.
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Management Discussion and Analysis

BEE WA DA

To ensure the sustainable development of credit business, the
Company added new system functions on the basis of existing
information infrastructure. In order to satisfy the diverse, multi-
level and structured financial needs of small and micro customers,
the Company leveraged the advantage of having multiple
licenses to maximize customer value, and broke the credit
group’s dependence on Zhongli Insurance’s business system for
outsourcing through independent R&D, thereby meeting the cost
control and rapid iteration needs of insurance business. In order
to meet the compliance and system upgrade requirements of the
regulatory authorities, the Company connected its intelligence
system to the second-generation credit information system of the
central bank based on the interface specifications of the latter
system to meet the needs for credit investigation and reporting
through such system in the course of business; introduced
Baihang Credit’s services to avoid credit risk issues caused by
information asymmetry, realize data sharing among online lending
institutions and improve the accuracy of user profiles; independently
developed a unified image platform to solve the problems of
scattered image data and inconsistent standards across various
systems, meet the requirements of the operating department for
centralized management of image data, and ultimately realize
seamless connection with the archive management system. In
order to strengthen the credit group’s unified management of post-
loan data and improve the efficiency of the asset preservation
department’s disposal of defaulted loans and non-performing
assets, the Company integrated internal and external resources to
independently build a litigation management system, promoted the
upgrade of post-loan management from offline manual investigation
to online e system review and monitoring, and successfully
connected with the electronic evidence preservation system of
CFCA to form a closed loop of electronic evidence collection, fixing
and application, thus improving the forensics convenience and
judicial acceptance rate of the Company’s electronic data.

In addition, the Company advanced the construction of API
gateways based on its enterprise data bus (EDB) to ensure the
standardization and security of internal system APIs and save costs.
The Company optimized and upgraded the existing communication
and collaboration platform to eliminate the incompatibility problems
at the user end, allowing employees to use it more smoothly and
improving their office efficiency.
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Management Discussion and Analysis

Construction of Information Technology Infrastructure

Hanhua’s private cloud was extended in depth. On the basis
of the previous compression and integration of physical servers
of the data center into a virtualization platform and with an aim
to reduce costs and improve backup efficiency, the Company
completed the design and construction of a disaster recovery
platform based on its IT construction needs, thus realizing the shift
from a decentralized manual backup model to a centralized and
automatic backup platform that supports remote disaster recovery.
Through the construction of a new unified monitoring platform, the
Company conducted sampling analysis on all kinds of equipment
and applications (e.g. hosts, network equipment, databases, and
applications) and monitoring and processing of the massive data
generated by the managed objects in a centralized manner, enabling
rapid locating, analysis and handling of faults and risks. Based
on the previous upgrade of the data center host to virtualization
architecture, the Company deployed an anti-virus system in a
virtualized environment by incorporating all server security functions
into an integrated flexible platform which is integrated with the
virtualization platform, so as to protect the virtual machine from
viruses, spyware, Trojans and other malicious software attacks. The
Company has completed the deployment of a vulnerability scanning
platform which can scan vulnerabilities in the entire network and
collect and analyze relevant information, so that the operation
and maintenance personnel can keep track of the overall network
security and timely secure equipment or systems with potential
security risks.

The Company strengthened the standardization of edge network
system in branches. Through a unified management platform, the
Company performs equipment and network security monitoring,
centralized management and strategic management on all firewalls
of branches nationwide to realize rapid distribution of strategies
and unified early warning, and regularly submits and analyzes
HSM management reports, so as to prevent network security
incidents, protect its data assets and ensure the security of working
environment.
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Management Discussion and Analysis

BEE WA DA

Information Technology Management Capabilities

In order to further standardize the management process of IT
projects and improve the inter-departmental collaboration in
information system development, the Company established an
effective process supervision system, adjusted and optimized its
demand management measures, test management measures,
launch process and version management methods, ensuring the
integrity and traceability of demands while improving the progress
and quality of information system development projects. In an
effort to strengthen user account management, enhance the
compliance of production-related operations, prevent unauthorized
operations, and improve the security of the production environment,
the Company conducted an overhaul of account security in
the production environment, strictly separated read and write
permissions based on the operation requirements, cleaned up some
non-compliant accounts, and traced and rectified illegal operations
in the production environment through bastion host and video
surveillance, thereby ensuring the safe and stable operation of the
information system and preventing and reducing system or data
access risks caused by illegal or improper operations.

HUMAN RESOURCES

“Talents” represent one of the most valuable assets of Hanhua
Financial and are carefully nurtured. The Company has always
been committed to building a high-standard professional team with
“kindness, diligence, integrity, self-discipline and responsibility”. As
at 31 December 2020, the total number of employees of the Group
was 1,377, all of whom served in Mainland China and Hong Kong.
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Management Discussion and Analysis

The Company attaches great importance to organizational culture
building and employee care, promotes cultural cohesion through
employee care, and incorporates corporate values and social
responsibility into organizational culture. During the COVID-19
outbreak in 2020, the Company fully leveraged the advantages
of its digital platform to support relevant decision-making by
responding quickly to the crisis in the aspects of dynamic
screening of COVID-19 and information transmission. Meanwhile,
it actively publicized and implemented policies on combating and
preventing COVID-19 epidemic through cultural communication,
and continuously passed on positive energy to increase the
cohesiveness of employees. In addition, the Company upheld the
original aspiration of “finance for good” and took multiple measures
to fulfill its social responsibilities. In addition to supporting SMEs
to tide over the epidemic through its main financial business,
the Company donated epidemic prevention supplies to relevant
authorities and extensively participated in the anti-COVID-19 efforts.

In terms of organizational development, based on its strategy
and talent philosophy, the Company set the medium-term goal of
building Hanhua Business School, and promoted the employment
of a talent development system on the business side with phased
results. Meantime, the Company set out to develop a digital
talent development and management platform, and explored the
development of a core talent pool using Hanhua's personnel big
data, and built talent echelons that can promote the Company’s
development. In addition, the Company further iterated its
management mechanism and learning platform, continued to
accumulate and share in-house knowledge and experience, and
promoted the construction of a learning organization, so as to
become a role model for talent development in the inclusive finance
industry. In addition, in order to appreciate employees’ long-term
contribution to the Company and enhance staff’ sense of honor
and pride, the Company has set up Employee Service Awards to
commend employees who have served the Company for five years
or ten years, and present them with commemorative prizes.
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Management Discussion and Analysis

BEE WA DA

In terms of compensation and performance management, the
Company continuously promoted dual-channel career development
of employees to tap their full potential and employ them based
on their merits. Through regular person-post matching and rank
evaluation, the Company realized dynamic linkage of employee
performance, rank and compensation to create a performance
culture of promoting the capable and demoting the incapable, so
as to align employees with the Company’s objectives for common
development. According to the characteristics of different business
segments, the Company formulated performance and compensation
management schemes specific to the segments, with a view to
motivating employees and facilitating business development. In the
future, the Company will comprehensively upgrade its performance
management system and operation platform based on internal and
external best practices and its business development strategies, so
as to drive the improvement of organizational, team and individual
performance.

In terms of digitalization of human resources, during the COVID-19
epidemic, the Company built a real-time health reporting mechanism
and epidemic prevention and control culture, agilely supported the
joint efforts against COVID-19 with a digital platform, and used
digital publicity to educate and encourage employees, thus reducing
the impact of the epidemic on employee mentality and business
operations. In 2020, through the digitalization of human resources,
the Company further improved the management efficiency and
service quality, overcame the limitations of time and geographical
location to realize instant delivery and sharing of services,
reduced the costs and risks of management and communication,
and enhanced the operation and maintenance efficiency and
compliance.
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Directors, Supervisors and Senior Management

DIRECTORS

As at the date of this report, the members of the board of diectors

(the “Board”) are as follows:
Executive Directors:

Mr. Zhang Guoxiang (Chairman)

Mr. Cui Weilan

Mr. Wang Dayong (Vice Chairman)
(Resigned on 23 October 2020)

Non-executive Directors:

Ms. Liu Jiaoyang

Ms. Liu Tingrong

Ms. Wang Fangdfei

Mr. Feng Yongxiang

Mr. Liu Bolin

Mr. Tu Jianhua (Resigned on 17 December 2020)

Independent Non-executive Directors:
Mr. Bai Qinxian

Mr. Deng Zhaoyu

Mr. Qian Shizheng

Mr. Ng Leung Sing

Mr. Yuan Xiaobin
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Directors, Supervisors and Senior Management

ES EEKEAREEE

Executive Directors

Mr. Zhang Guoxiang, aged 56, has been the chairman of the
Board and an executive Director of the Company since March 2013.
He participated in the establishment of the Group in August 2004
and he has been the president of the Group from August 2004 to
April 2015. He has been the chairman of the board of directors of
Chongging Fumin Bank Co., Ltd. since August 2016. In addition
to his position in the Group, Mr. Zhang has been a member of the
Third, the Fourth and the Fifth Sessions of the Chongging Municipal
People’s Political Consultative Conference since December 2007.
Since 2017, he has become a member of the Standing Committee
of Chongqing Federation of Industry and Commerce, and the vice
chairman of Chongging General Chamber of Commerce. Since
October 2020, Mr. Zhang has been appointed as an adjunct
Professor and master's supervisor at the School of Economics and
Management, Southwest University.

Mr. Zhang obtained his college diploma in finance from Shenyang
Television University &G EZEERAE) in July 1992 and his
EMBA degree from the Cheung Kong Graduate School of Business
in September 2011.

Mr. Cui Weilan, aged 49, has been the executive president of
the Company since March 2016, and an executive Director of the
Company since May 2015. He joined the Group in June 2006 and
successively served as positions including the chief legal officer,
vice president, secretary to the Board and executive president.

Mr. Cui obtained his bachelor’s degree in law from the department
of political of Southwest Normal University (currently known as
Southwest University (FEE K& )) in June 1995. He is also
accredited as a practicing solicitor by the Ministry of Justice of the
PRC and as an associate professor in law by Hebei Title Reform
Leadership Committee Bureau (JAIdLBEfB ok £ 48E /N4H) . He
completed the postgraduate program in economic law from Chinese
Academy of Social Sciences in September 2003 and obtained his
MBA degree from China Europe International Business School (
BREE B TR 220t ) in September 2012.
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Directors, Supervisors and Senior Management

Non-executive Directors

Ms. Liu Jiaoyang, aged 42, has been a non-executive Director of
the Company since March 2013. She joined the Group in August
2009 and was a director of Hanhua Financing and Guarantee from
August 2009 to April 2015. She has been the director of Chongging
Fumin Bank Co., Ltd. since August 2016.

Ms. Liu obtained her bachelor’'s degree in economics from Saint
Petersburg State Polytechnical University in Russia in December
2003, and obtained a master’s degree in business administration
from Tsinghua University in June 2017. She is currently studying
doctor of business administration (DBA) in West Business School of
Southwestern University of Financial and Economics.

Ms. Liu Tingrong, aged 46, has been a non-executive Director of
the Company since March 2013. She joined the Group in March
2011 and served as a director of Hanhua Financing and Guarantee
from March 2011 to April 2015.

Ms. Wang Fangfei, aged 34, has been a non-executive Director of
the Company since March 2013. She joined the Group in November
2010 and held various positions, including the project manager and
chief reviewing managers of business management section and
general management section of Hanhua Guarantee, and served as
a director of Hanhua Guarantee from March 2011 to April 2015.

Ms. Wang obtained her master’'s degree from Sheffield Hallam
University in October 2009, majoring in international business and
management. She obtained her junior college degree in business
administration from Chongging University in July 2006.

Mr. Feng Yongxiang, aged 50, has been a non-executive Director
of the Company since March 2013. He joined the Group in August
2009 and was a non-executive director of Hanhua Guarantee from
August 2009 to April 2015.

Mr. Feng worked for Chongging Yayu Business and Commerce
Development Co. Ltd. (EEHIE M EER AR A A]) as a deputy
general manager from May 2005 to January 2010. He worked as
the senior relationship manager of the Chongqging branch of China
Minsheng Banking Corp., Ltd. from July 2003 to May 2005.
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ES EEKEAREEE

Mr. Liu Bolin, aged 36, has been a non-executive Director of the
Company since June 2013. Prior to joining the Group, Mr. Liu has
been the general manager and the executive director of Sichuan
Hongrun Trading Co., Ltd. (P8)IIBAEEZEBRAFE), one of the
minority shareholders of the Company since March 2013.

Mr. Liu obtained his bachelor’s degree in business administration
from Shenzhen University in June 2006 and obtained his master’s
degree in accounting from the State University of New York at
Binghamton in December 2008.

Independent Non-executive Directors

Mr. Bai Qinxian, aged 80, has been an independent non-executive
Director of the Company since March 2013. He joined the Group
in August 2009 and served as an independent director of Hanhua
Guarantee.

Mr. Bai has served in various domestic committees and societies,
including the member of the applied economics discipline appraisal
group of the Fourth and the Fifth Sessions of Academic Degree
Commission of the State Council, the permanent member of
China Society for Finance and Banking (FE & gE € ), and the
permanent member of China International Finance Society (A
HE4 @ E22), and an independent non-executive director of
Sinvo Capital Group Co., Ltd. (¥R EAEEBR A A]) . He had
been the director of the International Finance Institute of Liaoning
University (2 KE B S g L FT) , the professor and the
doctoral supervisor in finance and policy finance of Liaoning
University.

Mr. Bai was accredited as an academic leader of applied economics
at the first level and an expert who is eligible to enjoy the special
allowance of the State Council.
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Directors, Supervisors and Senior Management

Mr. Deng Zhaoyu, aged 74, has been an independent non-
executive Director of the Company since March 2013. He joined
the Group in August 2009 and has been an independent director of
Hanhua Guarantee.

Mr. Deng held various positions at People’s Insurance Company
(Group) of China Limited (A B] AR¥E A% A F]) (currently known
as the People’s Insurance Company (Group) of China Limited),
including the deputy general manager during the period from
December 2001 to August 2006. Mr. Deng also served as the
chairman of the board of supervisors of PICC Property and Casualty
Co., Ltd. from July 2003 to October 2006.

Mr. Qian Shizheng, aged 68, has been an independent non-
executive Director of the Company since June 2013. Prior to joining
the Group, Mr. Qian served as the Professor of the Accounting
Department of Fudan University.

He has also been an independent non-executive director of Lonking
Holdings Limited and independent non-executive director of Jingrui
Holdings Limited, an independent director of Shanghai Lujiazui
Finance & Trade Zone Development Co., Ltd., an independent non-
executive director of Red Star Macalline Group Corporation Ltd., an
independent director of Spring Airlines Co. Ltd.. He resigned as an
independent director of Asia Cuanon Technology (Shanghai) Co.,
Ltd. in April 2020.

Mr. Qian obtained his bachelor’s degree in accountancy from
Shanghai Institute of Finance and Economics (currently known as
Shanghai University of Finance and Economics) in July 1983 and
doctor’'s degree in management science and engineering from
Fudan University in July 2001.
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ES EEKEAREEE

Mr. Ng Leung Sing, aged 71, has been an independent non-
executive Director of the Company since June 2013.

Mr. Ng is currently a chairman of Bank of China (Hong Kong)
Trustees Limited, the director of the BOCHK Charitable Foundation,
an independent non-executive director of Grand Brilliance Group
Holdings Limited, an independent non-executive director of
Smartone Telecommunications Holdings Limited and Nine Dragons
Paper (Holdings) Limited.

Mr. Ng is previously a member to various boards and committees,
including the Hong Kong Deputy to the 10th, 11th, 12th National
People’s Congress of the PRC, the member of the 5th Legislative
Council of the Hong Kong Special Administrative Region. He
also served as the member of the Hong Kong Area of the 13th
National People’s Congress, a member of the Banking Industry
Training Advisory Committee of the Education Bureau, the honorary
president of Chinese Bankers Club, Hong Kong, the honorary
advisor of the Hong Kong Chi Tung Association Ltd..

Mr. Yuan Xiaobin, aged 51, has been an independent non-
executive Director of the Company since June 2013.

He also has been a part-time professor at Southwest University of
Politics and Law since December 2006 and the director and the
chairman of the Board of Zhonghao Law Group (currently known as
Zhonghao Law Firm) since 1997, the deputy director of Finance and
Securities and Insurance Special Committee of All China Lawyers
Association (FE2HZMGEEeMEFRREXEZE ), an
arbitrator of Shanghai International Trade Arbitration Centre. He also
serves as an independent director of Changan Automobile Finance
Co., Ltd. (RZAE £ B BR A7) and Chongging Pingwei
Automotive Technology Co., Ltd. (EEFEAERFERHERA
A]) . He resigned as an independent director of Chongaing Hongli
Zhixin Technology Development Group Co., Ltd. (EEZE E (=R
REREBRMBR AR in September 2020.

Mr. Yuan obtained his bachelor’s degree in law from Southwest
College of Politics and Law (currently known as Southwest
University of Politics and Law) in June 1991, and his EMBA degree
from Chongqging University in June 2013. Mr. Yuan was accredited
as a Class A lawyer by Chongqing Judicial Bureau in January 2010.
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Directors, Supervisors and Senior Management

Mr. Wang Dayong, aged 54, has been the vice-chairman of the
Board and an executive Director of the Company since March
2016. He resigned as a Executive Directors of the Company from
23 October 2020.

Mr. Tu Jianhua, aged 57, has been a non-executive Director of
the Company since March 2013. He resigned as a non-executive
Director of the Company from 17 December 2020.

SUPERVISORS

As at the date of this report, the members of the board of
supervisors (the “Supervisor(s)’) (the “Board of Supervisors”) are
as follows:

Mr. Li Ruping (Chairman of the Board of Supervisors)
Ms. Qin Yong
Mr. Chen Zhonghua (Employee Representative Supervisor)

Mr. Li Ruping, aged 64, has been the chairman of Board of
Supervisors of the Company since March 2013. He joined the
Group in August 2004 and served in various positions, including
vice president, president and director. He has been the chairman of
the Board of Supervisors of Hanhua Guarantee since August 2009.

Mr. Li obtained his junior college diploma in industrial accountancy
from Sichuan Radio and TV University (P9I EEE R AZ) in July
1986. Mr. Li is accredited as a senior accountant by Chongging
Municipal People’s Government.

Ms. Qin Yong, aged 50, has been a supervisor of the Company
since March 2016. She joined the Group in September 2004. She is
the deputy general manager of the finance department of the Group
and the manager of the finance department of Chongqging Huitai
Investment Co., Ltd..

Ms. Qin graduated from Sichuan Institute of Light Industry ( 79)l|
8L TEBE) in July 1991, majoring in finance management. She
obtained the Certificate of National Accountants in March 1999.
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Directors, Supervisors and Senior Management

ES EEKEAREEE

Mr. Chen Zhonghua, aged 46, has been a supervisor of the
Company since March 2013. He joined the Group in January 2005
and held various positions, including the deputy general manager
of the strategy development department, general manager of the
information and technology department and marketing officer
of Hanhua Credit. In addition, he was a supervisor of Hanhua
Guarantee from August 2009 to April 2015, and the standing
deputy general manager of Sichuan Micro-credit and deputy general
manager of Sichuan Hanhua from January 2013 to January 2015.
He was elected as the employee representative supervisor in the
2019 staff meeting of the Company.

Mr. Chen obtained his junior college degree in finance from
Southwestern University of Finance and Economics ( 75 8 4% X
) in June 1995. He graduated from Chongging Technology and
Business University (EE T A£)in June 2005, majoring in
accounting.

SENIOR MANAGEMENT

As at the date of this report, the members of senior management
are as follows:

Mr. Zhang Guoxiang
Mr. Cui Weilan

Mr. Zhou Xiaochuan
Mr. Luo Xiaobo

Mr. Yuan Guoli

Mr. Ren Weidong
Mr. Li Xuan

Mr. Cheng Xiaogin

Details about Mr. Zhang Guoxiang and Mr. Cui Weilan biography are
set out on page 130 of this report.
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Directors, Supervisors and Senior Management

Mr. Zhou Xiaochuan, aged 46, has been the executive president
of the Company since March 2018, and he is in charge of
partnership finance business of the Company, and has been the
chairman of the board of directors and the president of Hanhua
Financing and Guarantee Co., Ltd.. Mr. Zhou joined the Group in
March 2008 and successively served as the chief financial officer
and vice president of the Group. In addition to his position in the
Group, he also served as the chairman of Chongging Financing
Guarantee Industry Association, and director of Chongqging Re-
guarantee Co., Ltd..

Mr. Zhou obtained his junior college degree in accounting from
Southwestern University of Finance and Economics in June 1995.
He obtained a master’'s degree in business administration from
Peking University in July 2018.

Mr. Luo Xiaobo, aged 41, has been a vice president of the
Company since March 2013, responsible for the credit business
of the Group. He joined the Group in November 2004 and
successively served as the general manager of Chongging Hanhua
Company, the general manager of risk management department,
and the operation director.

Mr. Luo obtained his bachelor’'s degree in mechanical design
and manufacturing and business administration from Southwest
Agricultural University (78 2 % K2 ) (currently known as
Southwest University (FAEI KE)) in July 2002. He is currently
studying an EMBA degree at School of Economics and
Management of Tsinghua University.

Mr. Yuan Guoli, aged 51, has been a vice president of the
Company since 2016. He is in charge of the financial asset
management business, and he is currently the chairman of Fuan
Financial Asset Management Company. He joined the Group in
October 2006 and successively serves as the deputy general
manager, general manager and group marketing director of Liaoning
Hanhua and the president of Fuan Financial Asset Management.

Mr. Yuan obtained his bachelor’s degree in industrial economics
from the Department of Industrial Management of Liaoning
University in July 1991, and EMBA degree from Liaoning University
in June 2015. He is currently studying an EMBA degree at
Guanghua School of Management of Peking University.
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Directors, Supervisors and Senior Management

ES EEKEAREEE

Mr. Ren Weidong, aged 43, has been the vice president of the
Company since March 2018, has been the secretary of the Board
since September 2015 and he also served as the sole company
secretary and authorized representative since September 2018. He
is in charge for managing the Company’s financing plan department,
administration office, operation management department, asset and
securities department, etc.. He joined the Group in February 2009
and successively served as the the general manager of the financial
department of the Group, the chief financial officer, etc..In addition
to his positions in the Group, he is also the director of Chongging
Technical Elements Exchange Center Company Limited ( & B &H%
BEZSHHLARAR), the director of Shandong Financial Asset
Exchange Co., Lid. (W &BMEERX ST LBRAT), the vice
president of Chongaing International Tax Research Association ( Z&
EMBERHWIEE ), and the president of Chongging liangjiang
New Area Tax Society (EEMI @M EEE

Mr. Ren obtained his bachelor’s degree in auditing from Hangzhou
Institute of Electronics and Engineering (i /I & + T % %)
(currently known as Hangzhou Dianzi University (#1 & F &H
AKE)) in July 1999. He obtained an EMBA degree in Guanghua
School of Management of Peking University in July 2018.

Mr. Li Xuan, aged 47, has been a vice-president of the Company
since June 2017, he is the chairman of Zhongxin Keirong
(Chongging) Development Co., Ltd. (a subordinate of the Group).
He joined the Group in July 2011 and successively served as the
general manager of the credit market department of the Group, the
executive director of the internet financial group of Hanhua Financial
and the president of Chongging Damei Infrastructure Development
Co., Ltd.. In addition to his positions in the Group, he also served
as the member of the first council of Chongqging New Model Project
Strategic Research Center.

Mr. Li obtained his degree in applied computer science from
Southwest Normal University (currently known as Southwest
University) in July 1993.

He has obtained technicals qualifications such as Microsoft experts,
system engineers, database engineers, US InFormix Company
database experts and IBM server system experts.
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Directors, Supervisors and Senior Management

Mr. Cheng Xiaoqin, aged 44, has been a vice president of the
Company since March 2018, and is in charge of the Group’s
Western Industry and Finance Investment Business.Mr. Cheng
joined the Group in December 2004 and successively served as
the general manager of the risk management department, the
general manager of Sichuan Hanhua Financing Guarantee Co.,
Ltd., the general manager of Sichuan Micro-credit Co., Ltd. and the
marketing director of the Company and the vice president.

Mr. Cheng obtained his bachelor’'s degree in economics from
Academy of School of Economics and Trade of Nanjing Agricultural
University, majoring in monetary banking in July 2000. He is
currently studying for an EMBA degree at the National School of
Development of Peking University.
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CORPORATE GOVERNANCE PRACTICES

During the Reporting Period, the Company has strictly complied
with relevant laws and regulations, such as the Company Law of
the People’s Republic of China and the Articles of Association,
and performed its rights and obligations in accordance with
responsibilities granted by the Listing Rules and the Code of
Corporate Governance (as amended from time to time) promulgated
by the regulatory authorities. The Company’s internal control system
is sound and effective, and the information disclosure is true,
accurate and complete. There is no violation occurred during the
Reporting Period.

The Board has adopted the code provisions (“Code Provisions”) of
the Corporate Governance Code (“Corporate Governance Code”)
as set out in Appendix 14 to the Listing Rules. For the year ended
31 December 2020, the Company has complied with the Code
Provisions.

The Company is committed to maintaining high standards of
corporate governance and will continue to strengthen its own
corporate governance standards to ensure compliance with
corporate governance codes and meet the expectations of
shareholders and potential investors.

SHAREHOLDERS AND GENERAL MEETINGS

During the Reporting Period, the Company held two general
meetings, namely the 2019 annual general meeting dated 29 June
2020 and the 2020 first extraordinary general meeting dated
15 January 2020. The procedures of giving meeting notices,
calling for the meetings, convening the meetings and voting
at the meetings were in compliance with the provisions of the
Company Law of the People’s Republic of China and the Articles
of Association. The details of contents and resolutions reviewed
at the above general meetings can be referred to in the relevant
announcements published by the Company on the websites of the
Hong Kong Stock Exchange and the Company dated 26 May 2020
and 29 November 2019, respectively.
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Corporate Governance Report

SHAREHOLDERS’ RIGHTS

To safeguard shareholders’ interests and rights, according to Article
64(3) of the Articles of Association, when an extraordinary general
meeting is requested in writing by a shareholder individually or
shareholders collectively holding at least 10% (inclusive of 10%)
of the outstanding shares with voting rights of the Company, the
Board shall convene an extraordinary general meeting within two
months. According to Article 67 of the Articles of Association, when
the Company is to hold an annual general meeting, shareholder(s)
holding at least 3% (inclusive of 3%) of the shares of the Company
with voting rights shall have the right to put forward temporary
proposals in writing to the Company, and the Company shall list
the issues in the temporary proposal that fall within the scope of
responsibility of the general meeting in the meeting agenda.

All resolutions put forward at general meetings will be voted on by
poll pursuant to the Listing Rules and poll results will be posted on
the websites of the Company and the Hong Kong Stock Exchange
in a timely manner after each general meeting.

Shareholders who intend to put forward their enquiries about
the Company to the Board could email their enquiries to
pengying@hanhua.com or mail their enquiries in writing to the
Company’s headquarter at 6-9, Building 2, 11 East Honghu Road,
Yubei District, Chongging, PRC.

THE BOARD
Responsibilities

The Board is responsible for the overall leadership of the
Group, overseeing the Group’s strategic decisions, business
and performance. The Board has delegated the authority and
responsibility for day-to-day management and operation of the
Group to the senior management of the Group. To oversee
particular aspects of the Company’s affairs, the third session of
the Board has established four Board committees, including the
audit committee (the “Audit Committee”), the nomination and
remuneration committee (the “Nomination and Remuneration
Committee”), the strategic investment committee (the “Strategic
Investment Committee”) and the risk management committee (the
‘Risk Management Committee”). The Board has delegated to
the Board Committees responsibilities as set out in their respective
terms of reference.
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All Directors shall ensure that they carry out duties in good faith,
in compliance with applicable laws and regulations, and they
have carried out duties in the interests of the Company and the
Shareholders for the year ended 31 December 2020.

Board Composition

As at the date of this report, the Board consists of two executive
Directors, five non-executive Directors and five independent
non-executive Directors. Mr. Wang Dayong resigned as an
executive director of the Company on 23 October 2020; Mr. Tu
Jianhua resigned as a non-executive director of the company on
17 December 2020. The Nomination and Remuneration Committee
of the Board and the Board are actively searching for qualified and
suitable director candidates.

Details of the Directors are set out under the section headed
“Directors, Supervisors and Senior Management” of this report.

For the year ended 31 December 2020, the Board at all times
met the requirements of the Rules 3.10(1) and 3.10(2) of the
Listing Rules relating to the appointment of at least three
independent non-executive Directors, with at least one independent
non-executive Director possessing appropriate professional
qualifications or accounting or related financial management
expertise.

The Company also complied with Rule 3.10A of the Listing
Rules relating to the appointment of independent non-executive
Directors representing at least one-third of the Board. Each
of the independent non-executive Directors has confirmed his
independence pursuant to Rule 3.13 of the Listing Rules and the
Company considers each of them to be independent.

All Directors, including the independent non-executive Directors,
have brought a wide spectrum of valuable business experience,
knowledge and professionalism to the Board for its efficient and
effective functioning. Independent non-executive Directors are
invited to serve on the Audit Committee and the Nomination and
Remuneration Committee.

To the best knowledge of the Company, there is no other financial,
business, family or other material/relevant relationship among
the members of the Board, except that Mr. Tu Jianhua (who has
resigned as a non-executive Director on 17 December 2020) is a
cousin of Ms. Liu Jiaoyang, who is a non-executive Director.
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Induction and Continuous Professional Development

A summary of training received by the Directors for the year ended

31 December 2020 is as follows:

Name of Directors

EEgs

CHERBE

ABEEHEEXRERE

FraEENEE20206812A31H L E
BEREINERNAT

Contents of Training

BEIRE

Executive Directors:
Mr. Zhang Guoxiang (Chairman)
Mr. Cui Weilan
Mr. Wang Dayong
(Resigned on 23 October 2020)

Non-executive Directors:
Ms. Liu Jiaoyang
Ms. Liu Tingrong
Ms. Wang Fangdfei
Mr. Feng Yongxiang
Mr. Liu Bolin
Mr. Tu Jianhua
(Resigned on 17 December 2020)

Independent non-executive Directors:

Mr. Bai Qinxian
Mr. Deng Zhaoyu
Mr. Qian Shizheng
Mr. Ng Leung Sing
Mr. Yuan Xiaobin

Notes:
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A:  Attending training, seminars, forums and conferences on topics such
as economics, finance and corporate management;

B: Reading materials related to requirements on corporate governance,
directors’ duties and internal control and risk management, etc..
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Chairman and Chief Executive Officer

Code Provision A.2.1 of the Corporate Governance Code stipulates
that the roles of chairman and chief executive should be separate
and should not be performed by the same individual. During the
year ended 31 December 2020, Mr. Zhang Guoxiang has been
the chairman of the third session of the Board and Mr. Cui Weilan
has been the president of the Company. Mr. Zhang and Mr. Cui
lead by example, perform their duties, commit to maintain the high
standards of corporate governance for the Company.

Appointment, Change and Re-Election of Directors

In accordance with the Articles of Association, the Directors shall
be elected at the general meetings for a term of no more than three
years, and may be re-elected and re-appointed upon the expiry of
such term. The Company has implemented an effective mechanism
regarding the appointment of new Director. The Nomination and
Remuneration Committee will first discuss the matters in relation
to the appointment of new Director, and then present to the Board
as proposals, which will be subject to the approval at the general
meeting.

Director Nomination Policy

This Director Nomination Policy (the “Policy”) aims to: set out
the criteria and process in the nomination and appointment of
directors of the Company; ensure that the Board of the Company
has a balance of skills, experience and diversity of perspectives
appropriate to the Company; and ensure the Board continuity and
appropriate leadership at Board level.
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In evaluating and selecting any candidate for directorship, the
following criteria should be considered by the Nomination and
Remuneration Committee and/or the Board: character and
integrity. Qualifications including professional qualifications, skKills,
knowledge and experience that are relevant to the Company’s
business and strategy, for example, when nominating candidates
for the Company’s Strategic Investment Committee, it is ensured
that at least one member has relevant professional knowledge
and rich work experience in accounting and finance, and the
potential contribution to the Board from the diversity aspects under
the Board Diversity Policy, and willingness and ability to devote
adequate time to discharge duties as a member of the Board and
Board committee(s) of the Company. Meanwhile, in order to meet
the Board Diversity Policy, the Nomination and Remuneration
Committee and/or the Board may also conduct a wide search for
candidates who are in the interests of the Company.

Nomination Process of the Appointment of New Director

1. The Nomination and Remuneration Committee and/or the
Board should, upon receipt of the proposal on appointment
of new director and the biographical information (or relevant
details) of the candidate, evaluate such candidate based
on the criteria as set out above to determine whether such
candidate is qualified for directorship.

2. If the process yields one or more desirable candidates, the
Nomination and Remuneration Committee and/or the Board
should rank them by order of preference based on the needs
of the Company and reference check of each candidate (where
applicable).

3.  The Nomination and Remuneration Committee should then
recommend to the Board to appoint the appropriate candidate
for directorship (where applicable).

4. For any person that is nominated by a shareholder for election
as a director at the general meeting of the Company, the
Nomination and Remuneration Committee and/or the Board
should evaluate such candidate based on the criteria as set
out above and, where appropriate, make recommendation to
shareholders in respect of the proposed election of director at
the general meeting.
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The Company has entered into a service contract or a letter of
appointment with each of the Directors (including non-executive
Directors) and the Supervisors. The service contracts and the letters
of appointment are for a term of three years.

Regular Board Meetings

In accordance with the Articles of Association, the Board should
hold no less than four regular meetings annually, to be convened by
the chairman of the Board. Notices of not less than fourteen days
will be given for all regular Board meetings to provide all Directors
with the opportunities to attend and include matters in the agenda
for a regular meeting.

For other committee meetings, the meeting notices, the agenda
and accompanying Board papers are dispatched to the Directors
or committee members within reasonable timeframe to ensure that
they have sufficient time to review the papers and be adequately
prepared for the meetings.

Board meetings shall be held only if more than half of the Directors
are present, except for when the Board is considering the matters
of connected transaction as provided for under the Articles of
Association.

Minutes of the Board meetings and the committee meetings will
be recorded in sufficient detail the matters considered by the
Board and the committees and the decisions reached, including
any concerns raised by the Directors. Draft minutes of each Board
meeting and committee meeting are/will be sent to the Directors for
comments within a reasonable timeframe after the date on which
the meeting is held.
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For the year ended 31 December 2020, 5 Board meetings were
held to review various matters within the scope of duties of the
Board, such as annual results, interim results, financial reports,
external guarantees, issuance of company bonds, and the
attendance of the individual Directors at these meetings is set out in
the table below:

Name of Directors

CHERBE

B E2020FE12A31B L EEHE & F
ERRISNESCCHUERTEE
B EER MRS HINER B
TRABEHFESESSREERARNEE.
FREEHFEZETRNBRIN T X

Attendance/Number of
Board Meeting Held

BEEng HE CROTZESEEERK
Mr. Zhang Guoxiang o B o A 5/5
Mr. Cui Weilan ERRLE 5/5
Mr. Wang Dayong FREBELEE 5/5
Ms. Liu Jiaoyang 2B mrt+ 5/5
Ms. Liu Tingrong RlE e+ 5/5
Ms. Wang Fangfei FEFELLT 5/5
Mr. Feng Yongxiang RS E 5/5
Mr. Liu Bolin BlER Tt 5/5
Mr. Tu Jianhua (authorized Ms. Liu Jiaoyang) G2 k4 (FH#LRGE G L) 4/5
Mr. Bai Qinxian (authorized Mr. Deng Zhaoyu) H 4t 54 (RiEEHE TR L L) 4/5
Mr. Deng Zhaoyu B RR R S5 A& 5/5
Mr. Qian Shizheng I A 5/5
Mr. Ng Leung Sing REE%hE 5/5
Mr. Yuan Xiaobin RIWERE 5/5
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For the year ended 31 December 2020, 2 general meetings of the
Company were held and the attendance of the individual Directors
at the meeting is set out in the table below:

Name of Directors

B E2020FE12A31B I EEHB A A
RIEET2NRARE -ARNESEEFER
BRASHBERINRTXR:

Attendance/Number of
General Meetings Held

EEnR HE BEITZBRRAERE
Mr. Zhang Guoxiang o B4 58 A 2/2
Mr. Cui Weilan ERELE 2/2
Mr. Wang Dayong TRELE

(Resigned on 23 October 2020) (7202010 A23 8 BHE) 2/2
Ms. Liu Jiaoyang 2L 2/2
Ms. Liu Tingrong B &L+ 2/2
Ms. Wang Fangfei FHRFELT 2/2
Mr. Feng Yongxiang RS KAE S 2/2
Mr. Liu Bolin BIEREE 2/2
Mr. Tu Jianhua IREESE

(Resigned on 17 December 2020) (F2020F12 A17B BHE) 2/2
Mr. Bai Qinxian A8k EE 2/2
Mr. Deng Zhaoyu BRI AE 2/2
Mr. Qian Shizheng R A 2/2
Mr. Ng Leung Sing ReE%fE 2/2
Mr. Yuan Xiaobin =W 2/2

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model Code”) as
set out in Appendix 10 to the Listing Rules as the code of practice
for carrying out securities transactions by the Company’s Directors
and supervisors. Having made specific enquiry with all the Directors
and Supervisors, they have confirmed their compliance with the
relevant standards stipulated in the Model Code for the year ended
31 December 2020.
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Duties performed by the Board and management

The Board shall report to the general meeting and exercise the
following powers, including: approval and monitoring of all policy
matters, overall strategies and budgets, internal control and risk
management systems, material transactions (in particular those that
may involve conflict of interests), appointment of Directors and other
significant financial and operational matters.

Directors could have recourse to seek independent professional
advice in performing their duties at the Company’s expense and are
encouraged to access and to consult with the Company’s senior
management independently.

The daily management, administration and operation of the Group
are delegated to the senior management. The delegated functions
and responsibilities are periodically reviewed by the Board.
Approval has to be obtained from the Board prior to any significant
transactions entered into by the management.

CORPORATE GOVERNANCE FUNCTION

The Board is responsible for determining the policy for the corporate
governance of the Company and performing the corporate
governance duties as below:

1. To develop and review the Company’s policies and practices
on corporate governance;

2. To review and monitor the training and continuous professional
development of Directors and senior management;

3. To review and monitor the Company’s policies and practices
on compliance with all legal and regulatory requirements (where
applicable);

4. To develop, review and monitor the code of conduct and
compliance manual (if any) applicable to the employees and
Directors; and

5.  To review the Company’s compliance with the Code Provisions
and disclosure in the Corporate Governance Report.
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REMUNERATION OF DIRECTORS AND SENIOR
MANAGEMENT

The Company has established a formal and transparent procedure
for formulating policies on remuneration of Directors and senior
management of the Group. Details of the remuneration of each of
the Directors for the year ended 31 December 2020 are set out in
note 7 to the financial statements.

The details of the senior management are disclosed in the section
headed “Directors, Supervisors and Senior Management” in this
report.

Remuneration paid to the senior management (including two
Directors and one Resigned Director) for the year ended

31 December 2020 is as follows:

Remuneration Range (RMB)

EEREREEENHMH

ARARERHEAEBREERRRERE
BHEMOMERIEARAFERENR
Fre Bl £22020F12A31HILFE &8
EMHMAEBHR T IEREM FET -

EREEENHAENBEERARS (&
= EERSAEEE] -

HE2020F12A31BIEFE BN T 5
BEEE (PHEMBEEL —REHET
MEZ)MHMOT

Number of People

FMER (AR AH
2,000,000 or above 2,000,0007T A 5
1,000,000 to 1,999,999 1,000,0007T £ 1,999,9997T 4

DIRECTORS’ LIABILITY INSURANCE

The Company has arranged appropriate insurance in respect of
legal action against the Directors.

BOARD COMMITTEES
Audit Committee

For the year ended 31 December 2020, the Audit Committee
comprises three Directors, namely Mr. Qian Shizheng (independent
non-executive Director), Ms. Liu Jiaoyang (non-executive Director)
and Mr. Yuan Xiaobin (independent non-executive Director). Mr. Qian
Shizheng is currently the chairman of the Audit Committee.

Hanhua Financial Holding Co., Ltd.
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The main responsibility of the Audit Committee is to facilitate
the communication, supervision and verification in respect of
the Company’s internal and external auditing. Its main functions
and powers are, including but not limited to, proposing the
appointment or replacement of the external auditors, considering
and making suggestions on their remunerations, resignation or
dismissal; overseeing the Company’s internal audit system and its
implementation, and reviewing the Group’s financial and accounting
policies and practices; auditing the financial information of the
Company and its disclosure; reviewing the Company’s financial
monitoring, internal monitoring and risk management systems,
auditing material connected transactions, ensuring that the
management has fulfilled its duties to establish an effective internal
control system.

The written terms of reference of the Audit Committee are available
on the websites of the Hong Kong Stock Exchange and the
Company.

For the year ended 31 December 2020, 4 meetings of the Audit
Committee were held to review various matters within the scope
of duties, such as annual results, internal control, annual financial
reports and renewal of financial auditing institutes.

The attendance of the Audit Committee members is set out in the
table below:

CHERBE

EHERGXEAERALAAN HHE
HEBR EENGSIf-RXEWE
BREEERER BB S BB
ARFAMANBELHEREEN R
AEENBBREHREREY  BX
ARAMBBEEREHEE  BERA
ANBEZRAREERG: BB
BHRBATEREN (BRERHSH
) AT R A SR I E BRI
HRRGE-

BENAZEgNEORBEAERT BB
PARARB WU HER -

HE2020F12A31H I FEHM  F&t
ZEeHBTANEE UEZFER
S RBTHEERE FERABEHNF
BEHERNEE-

SBHEBERELBETHNHRAN
Tk

Attendance/Audit

Name Committee meetings held

HEBETZ
A EEEEERRHY
Mr. Qian Shizheng A 4/4
Ms. Liu Jiaoyang RISt 4/4
Mr. Yuan Xiaobin RS AE 4/4
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NOMINATION AND REMUNERATION COMMITTEE

For the year ended 31 December 2020, the Nomination and
Remuneration Committee comprises three Directors, namely
Mr. Deng Zhaoyu (independent non-executive Director), Mr. Zhang
Guoxiang (Chairman and executive Director) and Mr. Bai Qinxian
(independent non-executive Director). Currently, Mr. Deng Zhaoyu
is the chairman of the Nomination and Remuneration Committee of
the Company.

The main responsibility of the Nomination and Remuneration
Committee is to assist the Board to formulate the recruitment
procedures and assessment standards for Directors and senior
management of the Company and conduct preliminary assessment
on the qualifications and conditions of candidates to be appointed
within its area of competence; study and formulate the remuneration
plans, performance appraisal systems and incentive schemes of
Directors, supervisors and senior management of the Company,
make suggestions to the Board and supervise the implementation
of plans and systems.

The written terms of reference of the Nomination and Remuneration
Committee are available on the websites of the Hong Kong Stock
Exchange and the Company.

For the year ended 31 December 2020, 2 meetings of the
Nomination and Remuneration Committee were held to review
various matters within the scope of duties, such as the appointment
of members of the Strategic Investment Committee and review the
constructure of the Board of the Company.

The attendance of the Nomination and Remuneration Committee
members is set out in the table below:

REEFWNEES

HE2020F12A31HILFE - 28 H%
MEZEem=—REBMHK KB A BR
MAE(BULFERTESE) RKRBEFELEE
(EBEREVTEST)RAKLELEE (B
VHHITESR) HBREERAREBES
MEZE8eETEE8-

RABEFHNEZEeNTEBERABYE
EERTARAEE SRERAEN
BEEFMNEE HBRERTAENTIEEAE
BHGEHETISEZ BT RBETE
E EENMARASREREAB B Z N
AR EREZGEAREB AR AE
EgRIEZ TEEFRAHNENE
i

REEFHZEENEORERENSE
B R R ANRA BRI HER -

HE2020F12A31B It FEHME 24
mEWEEe KRBT eH NIREE
MEEZEGhNEETEEGRE AKX
EREHBEANEIE-

REEFHZEEHEHEEINER
BN TR

Attendance/Number of
Nomination and
Remuneration Committee

Name meetings held

HEBRTRREE
% & FHESESSRRH
Mr. Deng Zhaoyu IR EE 2/2
Mr. Zhang Guoxiang o B4 58 A 2/2
Mr. Bai Qinxian AL RE 2/2
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BOARD DIVERSITY POLICY

The Company believes that the diversification of the Board
is beneficial for enhancing the performance of the Company.
Therefore, the Company has established the “Policy on
Diversification of Members of the Board” to ensure that when
determining the composition of the Board, the Company will
consider the diversification of members of the Board from various
aspects, including but not limited to age, cultural and educational
background, professional experience, skills and knowledge. All
appointments to the Board shall follow the principle of meritocracy,
taking into account objectively the benefits of diversification
of members of the Board when considering the candidates.
The candidates of the Board are selected based on a range of
diversified perspectives, including but not limited to age, cultural
and educational background, professional experience, skills and
knowledge.

The Nomination and Remuneration Committee will disclose the
composition of the Board annually in the “Corporate Governance
Report” and monitor the implementation of the policy. The
Nomination and Remuneration Committee will review the policy
when appropriate to ensure the effectiveness of the policy.
The Nomination and Remuneration Committee will discuss any
amendment that may need to make and make recommendations to
the Board for approval.

STRATEGIC INVESTMENT COMMITTEE

As of at 31 March 2021, the Strategic Investment Committee
comprises three Directors, namely Mr. Zhang Guoxiang (Chairman
and executive Director), Mr. Cui Weilan (executive director) and
Mr. Deng Zhaoyu (independent non-executive director). Currently,
Mr. Zhang is the chairman of the Strategic Investment Committee.

The primary responsibilities of the Strategic Investment Committee
are to examine and advise the Board on our long-term development
strategies and major investment decisions.

The written terms of reference of the Strategic Investment
Committee are available on the websites of the Hong Kong Stock
Exchange and the Company.
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For the year ended 31 December 2020, 1 meeting of the Strategic
Investment Committee was held to review various matters within the
scope of duties, such as the overall arrangement for formulating the
digital transformation strategy.

The attendance of the Strategic Investment Committee members is
set out in the table below:

B E2020FE 124318 I EE HR - BB
REZBeHBTIRESE UEHER
FITHF N ENEE AR SR ES
e

BRREZBENEHFEEZNERLHE
RR&:

Attendance/Number of
Strategic Investment

Name Committee meetings held
HE BETERREZESS
#®E E PN
Mr. Zhang Guoxiang SR BIFE 1/1
Mr. Cui Weilan (appointed at ERRTE
28 December 2020) (F2020%F 12 A28 H #£1T) 0/0
Mr. Deng Zhaoyu (appointed at AR AE
17 March 2021) (F2021F3 A17BET) 0/0
Mr. Tu Jianhua (resigned on IRRER &
17 December 2020) (FA2020F12 B17 B BHT) 1/1
Mr. Wang Dayong (resigned on FRELEE
23 December 2020) (2020512 A23H B E) 1/1

THE RISK MANAGEMENT COMMITTEE

For the year ended 31 December 2020, the Risk Management
Committee comprises three Directors, namely Mr. Zhang Guoxiang
(Chairman and executive Director), Mr. Cui Weilan (executive
Director) and Ms. Liu Tingrong (non-executive Director). Currently,
Mr. Zhang is the chairman of the Risk Management Committee.

According to the “Rules of Procedures of the Risk Management
Committee of Hanhua Financial Holding Co., Ltd.”, the primary
responsibilities of the Risk Management Committee are to
provide professional advice to the Board or making decisions on
professional matters according to the authority of the Board in
relation to the risk management.

The written terms of reference of the Risk Management Committee
are available on the websites of the Hong Kong Stock Exchange
and the Company.
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For the year ended 31 December 2020, 1 meeting of the Risk
Management Committee was held to review various matters within
the scope of duties, such as the controlling of overall risk framework
on individual risk points (such as seal management).

The attendance record of the Risk Management Committee
members is set out in the table below:

CHERBE

B E2020FE12A318 L EEHE Ak
EREESEHBTIANERE UBSEANE

EHIFFERENBREHENER-

RRERZEeXEBLFERNENE
RRE&:

Attendance/Number of
Risk Management
Committee meetings held
HE B ET
EREEZESERRK

Name

®H

Mr. Zhang Guoxiang SR BIRE S
Mr. Cui Weilan ERELLE
Ms. Liu Tingrong BlEsgz+

DIVIDEND POLICY OF THE COMPANY

Principle of profit distribution

The Company shall attach importance to the reasonable returns to
investors and adopt consistent and stable profit distribution policy.

In deciding whether to propose a dividend and in determining the
dividend amount, the Board will take into account the Group’s
earnings performance, financial position, investment requirements
and future prospects.

On the premise of meeting the day to day capital requirements,
predictable important investment plan or significant cash
expenditures, the Board can, in accordance with the operating profit
and cash flow of the current period, advise whether to distribute
dividend and the specific scheme shall be submitted to the general
meeting of the Company for approval after being reviewed by the
Board.

The Company adopts a combination of cash, shares or cash and
shares for profit distribution and gives priority to profit distribution
in cash.The Company will handle relevant matters on withholding
and payment of tax when distributing dividends in accordance with
relevant laws and regulations for the time being in force and relevant
requirements on taxation in the PRC.

1/1
11
11
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DIRECTORS’ RESPONSIBILITIES FOR
FINANCIAL REPORTING IN RESPECT OF
FINANCIAL STATEMENTS

The Directors acknowledge their responsibilities for preparing
the financial statements of the Company for the year ended
31 December 2020 which give a true and fair view of the affairs of
the Company and the Group and of the Group’s results and cash
flows.

The senior management has provided to the Board such
explanation and information as are necessary to enable the Board
to carry out an informed assessment of the Company’s financial
statements, which are put to the Board for approval. The Company
provides all members of the Board with monthly updates on the
Company’s performance, positions and prospects.

The Board is not aware of any material uncertainties relating to
events or conditions which may cast significant doubt upon the
Group’s ability to continue as a going concern.

The statement by the auditors of the Company regarding their
reporting responsibilities on the consolidated financial statements
of the Company is set out in the Independent Auditor’'s Report on
pages 206 to 223 of this report.

CHANGES OF MEMBERS OF SENIOR
MANAGEMENT

As at the date of this report, Mr. Wang Dayong resigned as a
Executive Director of the Company at 23 October 2020.

Details of the Senior Management are set out under the section
headed “Directors, Supervisors and Senior Management” of this
report.
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RISK MANAGEMENT AND INTERNAL CONTROL

The Board recognizes its responsibilities in relation to monitoring
the risk management and internal control system of the Company.
It also performs supervision and inspection on the effectiveness of
the risk management and internal control system through the Risk
Management Committee and the Audit Committee on an annual
basis. Risk management and internal control system are designed
to manage rather than eliminate the risk of failure to achieve
business objectives, and can only provide reasonable and not
absolute assurance against material misstatement or loss.

The Board has set up the Risk Management Committee, which is
responsible for providing professional advice on risk management
to the Board and making decisions on professional matters in
relation to risk management under the authorization of the Board.
The Risk Management Committee categorizes and streamlines the
strategic risks, financial risks, operational risks and legal risks which
potentially arise from operation of the Company, and assigns the
duties of monitoring, initial assessment, formulating risk response
strategy, implementation of strategy and alert of risk to different
functions and departments. These functions and departments will
then carry out initial risk information collection and risk assessment,
while the internal control and audit department and the senior
management of the Company will supervise and improve the risk
management, and report to the Risk Management Committee as
necessary.

Based on the business nature of the Company, the Company
established the risk management special committee at its subsidiary
level, which focused on the management of business risks such
as operational risks under the supervision of the Risk Management
Committee of the Board. The risk management special committee
has three tiers and six regional risk review centres, which
substantially optimize and reform the control procedures of credit
risks, operational risks and legal compliance risks according to
the principles of separation of front, middle and back offices
and effective supervision and control. The risk management
special committee also formulates regulatory documents such as
the standard operating procedure and measures for managing
operational risks, with a view to establishing an internal control and
risk management system covering our whole business process. The
business department collects raw information on risk and conducts
risk assessment; the risk management department formulates
business risk strategy and raise business risk resolutions; and the
internal control and audit department and the senior management
of the Company are responsible for relevant supervision and
improvement work, and, where necessary, report to the Risk
Management Committee.
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The Group carries out communication in a timely manner regarding
the identified major internal control flaws and prudently assesses
potential risks. The responsible department shall propose relevant
corrective actions and obtain approval from the senior management
prior to the implementation. The senior management and the
internal control and audit department monitor the implementation
status and ensure timely and proper remediation of relevant
monitoring flaws.

The Group has formulated the policies and procedures for handling
and disclosing inside information, which are set out in the section
headed “Management of Inside Information and Insiders” of the
Administrative Rules for Information Disclosure of Hanhua Financial
Holding Co., Ltd.( CHEELZERNERAREREEETEINE) ).
The information and date to be disclosed shall be properly reviewed
and approved by the Board to ensure its timeliness, accuracy,
sufficiency and effectiveness, and shall be closely monitored after
disclosure.

The Board has set up the Audit Committee, which is responsible
for reviewing the Company’s internal control, ensuring that the
management has fulfilled its duties to establish an effective
internal control system, and proactively or, as delegated by the
Board, conducting analysis of key investigation findings and the
management’s response in relation to relevant internal control
issues.

The Risk Management Committee and the Audit Committee,
in collaboration with the Company’s internal control and audit
department, have carried out a comprehensive assessment and
review on the system building and implementation particulars of
the Company’s internal control and the effectiveness of its risk
management system for 2020. The Board considers that those
systems are effective and adequate. Such review shall be performed
at least once per year and shall cover relevant year(s).

AUDITORS’ REMUNERATION

For the year ended 31 December 2020, the total remuneration paid
or payable to the Company’s auditors, KPMG and other accounting
firms, for audit and audit related services amounted to a total of
RMB8.05 million, and amounts paid for non-auditing services
amounted to RMBO0.3 million, totaling RMB8.35 million.
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An analysis on the remuneration paid or payable to KPMG, and
the remuneration paid or payable to other accounting firms for the
provision of annual auditing services to the Company’s subsidiaries
is as follows:

Services by the Auditors

CHERBE

ENSENTEFTHSHMEBAERD
TEMBARREFERSRENEM

SR EBHMESN S MEIINT

Amount (RMB)

B A W AR 18 B SE(ARY)
Auditing service: ZE R

Annual auditing services FEZERS 8,050,000
Non-auditing services: IEZBART |

Disposal of 100% equity interest of Heilongjiang & B8/ T8 BB 49/ 58 300,000

Hanhua Internet Small Loan Co., Ltd. EXEREEAFIEHEA

Total et 8,350,000
The Audit Committee recommend the re-appointment of KPMG BN L EeEAERERHEHAMER

(which has offered themselves for re-appointment ) as the external
auditor of the Company for 2021 for shareholders’ approval at the
forthcoming AGM.

COMPANY SECRETARY

The company secretary of the Company is responsible for advising
the Board on corporate governance matters and ensuring that the
Board policies and procedures, and the applicable laws, rules and
regulations are followed. Mr. Ren Weidong has been appointed
as our company secretary in September 2018. Mr. Ren was also
appointed as the authorised representative of the Company.

Mr. Ren has undertaken 17 hours of relevant professional training
which requires the company secretary to take no less than 15 hours
of relevant professional training, in compliance with Rule 3.29 of the
Listing Rules, for the year ended 31 December 2020.

In October 2020, Mr. Wang Dayong resigned as the authorized
representative of the Company; the Company appointed Mr. Cui
Weilan, the executive director of the Company, as the authorized
representative.

RELATIONSHIP WITH SHAREHOLDERS AND
STAKEHOLDERS

The Company considers that effective communication with
shareholders and stakeholders are essential for enhancing investor
relations and understanding of the Group’s business, performance
and strategies. The Company also recognises the importance of
timely and nonselective disclosure of the Company’s information,
which will enable shareholders and investors to make informed
investment decisions. The company has also issued notices,
announcements, circulars, interim and annual reports to keep
shareholders informed of the latest development of the Company.
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The Company has maintained continuous close relationship with
stakeholders, including customers, employees, suppliers, regulatory
authorities and the public. The Company devoted to balance the
opinions and interests of the stakeholders through constructive
communication, so as to set the long-term development direction
for the Company and the regions where our business operates.

Taking Haier Electronics, the major strategic cooperation customer
of the Company’s supply chain financial business, as an example.
Established in 1984, Haier Group is one of the world’s largest
manufacturers of household electronic appliances and has a large
number of distributors in China. Since 2012, Haier Finance Co.,
Ltd. has established business relationship with Hanhua Guarantee,
a subsidiary of the Company, for the provision of supply chain
financial services to distributors of the distribution channel of Haier
Group, and has maintained such business cooperation for over
eight years. Despite the close relationship with Haier Group, Shell
Oil and other major customers, the Company holds a firm position
on adopting the same credit requirements as other customers and
makes provision according to industry regulations. The Company
is aware that the risks in cooperating with major customers mainly
arise from their operating risks, hence it does not fully rely on the
credit of the major customers, rather, it applies strict screening on
SME borrowers through credit rating system so as to diversify the
operating risks of its major clients.

On 22 October 2019, the website of State Council’s official issued
the “Reply on adjustments to the regulations applicable to matters
such as the notice period for holding shareholder meetings of
overseas Listed Companies”. Accordingly, on 15 January 2020, the
Company adjusted the notice advance period for the annual general
meeting and the extraordinary general meeting in the Articles of
Association, which will be shortened from the original “45 days” to
“20 days” and “15 days” respectively.

The latest versions of the Company’s Articles of Association are
posted on the website of the Hong Kong Stock Exchange and the
Company’s website (www.hanhua.com).
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Environmental, Social and Governance Report

REPORTING SCOPE

This is an annual report prepared by the Company, together with its
subsidiaries to fulfil the requirements of the Environmental, Social
and Governance Reporting Guide contained in Appendix 27 to the
Listing Rules. This report covers the financial year from 1 January
2020 to 31 December 2020 (the “Reporting Period”), and aims to
provide investors with an overview of the Company’s environmental,
social and governance work.

The Company strictly complies with applicable laws and regulations
including the Company Law of the PRC and the Hong Kong
Companies Ordinance. It is committed to maintaining high-level
corporate governance. It makes decisions and plans through
professional committees under the Board and relevant professional
committees and special work teams under the management
of the Company. It has also established rules and systems
regarding human resources management, financial resources
management, technological resource management, information
resource management, corporate culture building and risk control
and management, so as to form a common code of conduct for
employees, provide guidelines for daily work, and ensure that the
Company’s operation meets the requirements of safety, efficiency,
green and harmony in terms of systems, resources and personnel.
Please refer to the Corporate Governance Report in the Annual
Report of 2020 for details of corporate governance of the Company.

RS HERERKRE

WEHE

KFEABRARNRREREWNB AR AR
EETRAMSE =+ CGRR -LEgR
EamEtEsl) EXMREMNFERS -
AIEMEZ2020F1 A1 H E2020F 128
SIELEUBFEE(REBNIE: B
FERARRRRIEEEB M A QB EIRIE
e kERTEMNIE

ARBBBET (FPEARAME R A
E) ~EBAARBGRE) FEBIARA
BoBOBEREKFNEXER AQH
BEEEFETRNEEXZEEURAK
NARLEETRUINEAERZESR
EBEIENE ETRARNE BHEZEA
HERERE BHEREE MRERE
B-EREREE ©EEERMER
THRIRRSFR T HENGIREE
BEEKETIHARMNITRES - EERE
THHRE EHE BRMAS LRER
XELREL:E R HRERWHENE
K-BEARBEEERNFHE F2H
RRAFR020FFEREANEEE AR

%o

Annual Report 2020
“BoBEFR

161



162

Environmental, Social and Governance Report

RS dERELRRE

VISION AND STRATEGY OF ENVIRONMENTAL,
SOCIAL AND GOVERNANCE

As an enterprise dedicated to offering comprehensive financial
services, our vision in environmental, social and governance is to be
a model in inclusive financial industry in China.

In terms of social responsibility, we are committed to providing
inclusive finance and serving MSMEs and individuals, and
constantly expand the scale and scope of our services. In terms of
environmental practice, we strive to implement office “digitalization”,
advocate environmental protection and reduce environmental
costs. In terms of corporate governance, we actively improve our
corporate rules and systems and strengthen risk management and
compliance management. We integrate corporate environmental
and social responsibility considerations into business decisions.
In realizing our vision and making business decisions, we adhere
to the principles of credibility and sustainability, and balance the
benefits of all parties involved.

The Company will continue to improve its strategies in respect of
environmental, social and governance in the future.

Major stakeholder Communication channel

RE dEREARIMER

ERBEANEHESSBRBOEE
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AR EBERA P BRI -
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B e

ARERARBEB TG BERENERR
BR7

FEFNZERS BERK
Regulators Respond to the nation’s call and implement regulatory policy
ELE AR BREERRE RELEEHR

Enhance operational and management performance

RITEEEREN

Support the development of real economy

XRERBEERR

Implement the requirements of regulators
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Regular report
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Major stakeholder
FTERFEEBA

RS HERERKRE

Communication channel

BERE

Investors

BREE

Employees
8T

Customers
®P

Community

ol

Annual/interim results presentations on a regular basis

THENFE HPHEERME

General meeting to update investors on our operation

BFRRRRG  EMREEHRRELHNER

Website maintenance to ensure investors’ timely access to the latest information
of the Company

HEADNFRY REREERKFEDNAQRRKHELS

Routine research, interaction and visit

HEARRBFAW EEBED

Induction training to encourage exchange between new recruits and department
heads

FERETIAREI EPHMETHRXIBPIATARR

Establishment of the online learning platform “Hanhua Inclusive Finance
E-Academy”

BRERRETA [ HELESRERE]

Conclusion meeting and annual spring meeting on a regular basis
EHREBTERESENOEFE

Attend meetings, seminars and training sessions organized by external parties
SEMSRBENNGE  EHK B

Performance management evaluation

MBI

Website, official WeChat account and other online channels
MBI WEARTEEHAERS

Customer visit and site visit

EEP #THEEER

Seminar, conference and appreciation meeting
e e EhHe

Promoting financial literacy
FESRHE

Active donation

TEiE 2 EIE R

Assistance to the disadvantaged groups
NIRRT

Participation in voluntary service

77 e 75 58 AR 755
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R -HE8KE

Major stakeholder
FEREEBA

A E

Communication channel

BERE

Industry peers

BEX: 15

Partners

BIERH

Attendance to trade associations and industry forums

MATTERE - 2MITERE

Study visit to industry peers
FREARFG EE

Centralized procurement in an open, transparent and fair manner

NFCBER REMEPRE

Procurement management system combining online and offline channels

ER RTHEEHNRBEERSR

KEY PERFORMANCE INDICATORS

Key indicators of our social responsibilities and environmental

performance 2020 are as follows:

BEREMER

2020F MBI ENHERE
FHEEM IR

R

Performance indicator Amount Unit
BREE B ¥E B
Economic responsibility Total assets 14,863.6 RMB’ million
KEAME BEERE AREEET
Net profit 208.0 RMB’ million
)P AUDE ARBBEETT
Owner’s Equity 8,096.9 RMB’ million
FRB & AREBET
Effective tax 207.8 RMB’ million
BRI ARBBET
Environmental responsibility Vehicle emission 179,545.66 g
RRAML HERHERE &
Total greenhouse gas emission 75,5623.43 kg
mERBHRASE Fx
Power consumption 747,557.59 KWh
HFE= TR
Water consumption 5,272.1 m?3
FEKE 377K
Paper consumption 2.22 tons
= Mg
Social responsibility Total number of employees 1,377 people
Zank b gas EEHE A

Hanhua Financial Holding Co., Ltd.
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RIE - HERERHRS

Performance indicator

ARER

Amount

EHBE

Unit
By

Percentage of female employees
ZMEERL
Percentage of employees with

a bachelor’s degree or above
B RIA BB AL
(Each of the above as at

31 December 2020)

(A F&IEHE2020F12A31AE X)

Training hours of employees
EBFIIRE
Satisfaction of training
EEEIMER

ENVIRONMENTAL PROTECTION

In compliance with the provisions under the Environmental
Protection Law of the PRC, the Securities and Futures and
Companies Legislation (Uncertificated Securities Market
Amendment) Ordinance 2015 and other applicable laws and
regulations, the Company actively adopts measures to improve
environmental management and encourages staff to reduce
pollution and waste during work to minimize the environmental
impact of the Company’s business as well as its products
and services, with a view to protecting and improving the
environment, reducing pollutant emissions and promoting
ecological civilization.

As most of the Company’s operation is office-based, the
Company is committed to minimizing the impact of office
impact on the environment by means of green office initiatives,
including:

For the construction of weak current systems in branch
offices, the Company widely adopted environmentally-
friendly materials to maximize the utilization of materials and
reduce material waste and loss. We adopted low-energy and
information-based office devices, and ensured compliance
with operational specifications to extend their service life. New
integrated computer rooms, smart office platforms and other
new products are used to achieve energy saving and emission
reduction in the office area.

46

83

42097.5

89
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We further increased office automation and established
collaborative office platforms and various office systems
such as business management system, human resources
management system, financial management system, capital
management system, reimbursement system and knowledge
management system, with a focus on improving the credit
and standard finance business platform, partnership finance
business platform, data analysis and management platform
and private cloud infrastructure platform, so as to establish
standard management procedures to boost operational
efficiency.

The Company has designated the "Canteen Management
System" and "Office Equipment Management System" to
actively respond to the national green and low-carbon policy,
vigorously advocate green office, set the goal of low-carbon
operation, and create a green and environmentally friendly
working environment.

We promote paperless office practices through introduction
of company-wide office automation. We encourage double-
sided printing to reduce paper consumption and the use of
durable items and recyclable and reusable items instead of
disposable office items, and recommend our employees to
use video and telephone conferencing for offsite meetings to
reduce accommodation and travel resulting from employees’
participation in the meetings. The cooling and heating systems
at the our offices are required to be set at a minimum of 26
degree Celsius and maximum of 22 degree Celsius for different
seasons. We promote environmentally-friendly habits such as
turning off lightings when not in use, saving water, and turning
off air conditioners after meetings or office hours. We call for
promoting thrift and stopping food waste, and ban the supply
of luxurious dishes and the consumption of protected wild
animals, thereby encouraging our employees to cherish food
and develop good dining habits.

Hanhua Financial Holding Co., Ltd.
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As at 31 December 2020, the Company’s key environmental
data (covering Chongqing Headquarters region, excluding
other branches in Mainland China and institutions in Hong
Kong region) are as follows:

RS HERERKRE

H E2020F12A31H AR AIRIE
HREE (REEEASME T8
BHREAMEMD IEERE S
E#E) AT :

Name Unit 2020 2019
=% By 20205 20194
Greenhouse Gas Emissions and
Intensity From the Headquarters'
BRERERBHEHREREE
Vehicle emission tons 75.49 77.86
B A
Canteen natural gas emission tons 0.08 0.1
RERARRAIEN L7
Emission from electricity consumption tons 523.32 613.9
B {E BB L7
Total greenhouse gas emission tons 598.89 691.86
BAERBYNE L7
Total greenhouse gas emission intensity tons/m? of office area 0.06 0.07
BAERBHREE W JOR R E A
Air Pollutant Emissions of the Official
Vehicles from the Headquarters?
BBWARERRT R B R E2
NOy kg 163.42 165.06
AAft? (NO,) TR
SOy kg 0.47 0.48
et (SO.) T
CcO kg 346.81 354.19
—&{thx (CO) T
PM kg 15.66 15.82
EER Ry T
Resources Consumption and Intensity
from the Headquarters
BHEREEERTE
Total power consumption thousand kWh 74.76 87.7
HEH#E BE
Total power consumption intensity kWh/m? of office area 77.86 91.34
BRETE B/ KEEEE
Total water consumption thousand ton 0.53 0.65
Akie =i
Total water consumption intensity ton/m? of office area 0.55 0.68
RKEERE W OR R E A
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RS dERELRRE

Name Unit 2020 2019
=% B 20205 20194F
Total natural gas consumption 10 thousand m?® 0.35 0.46
RARHFELEES Bk
Total natural gas consumption intensity mé/m? of office area 0.36 0.48
RAREHRERE AR R OREREmE
Total gasoline consumption (Vehicles) 10 thousand liters 3.2 EHe
FHERERE ()78) Bt
Total gasoline consumption intensity (Vehicles) liter/vehicle 2666.67 2750
FURERREEE (RE) 7t/ B
Paper consumption tons 2.22 2.79
AR E L7
Non-hazardous Waste Generation and

Intensity from the Headquarters
BEEBEREYELEREE
Kitchen waster generation liter 34020 44820
ERNBELS F+
Intensity of kitchen waste generation liter/person 68.04 89.64
BN REATER FADZUN

Note 1:

Note 2:

Note 3:

Note 4:

Due to the business nature of the Company, the emission of
greenhouse gases mainly comprises the emission as a result
of fuel combustion from mobile sources, i.e., greenhouse gas
emission of vehicles.

Due to the business nature of the Company, exhaust emission
mainly comprises vehicle emission.

In 2020, total mileage of vehicles was approximately 184,652 km
and gasoline consumption was 31,983.05 liters.

All the Company’s vehicles are light vehicles running on gasoline.
The emission factors of nitrogen oxides (NOy), sulfur oxides (SOx)
and particulates are 0.885g/km, 0.0147g/liter and 0.0848g/km
respectively.

The Company’s vehicles are powered by unleaded gasoline.
Emission factors of carbon dioxide (CO,), methane (CH, and
nitrous oxide (N.O) are 2.36 kg/liter, 0.000253 kg/liter and
0.001105 kg/liter.

As part of the real properties at the Chongqing headquarters of the
Company were leased to other parties as places of business, there
are difficulties in calculating the intensity of resources consumption
for each building (including water consumption intensity).

Hanhua Financial Holding Co., Ltd.
RESERPERAH

’»f\.gl:

73

it4 -

HRARREBNEE BEREHERE
ZHEERBROMEHRAE T BRAER
BER BRERRE R

HRARBEBUEED BRFREER
HIREMBER -

2020 - EHERITR A B TR 4) 5184,652
NE - SEFEAME531,083.052F o

RNAREEHY AR TE  FHTHE
BB S ERANR A MNOYHE R E
# 50.8857 A B B AL ¥ (SOxHE
W E & A0.01475 / DNF BRI PR E
#/50.0848%,  REB

AN T BEEFERES TR ARE -]
{ERR(CO)HE M E B B2.36 T 52,/ AT
15T (CH.)BE R X #50.000253F 72/ A
T+ &b 28 A (NLO) Bk i & #£0.001105
Fr /A

HRARAREEGADODE LB
T ERPRE LB BIAATER
EYFEERCANZEER (BER

KERE)



Environmental, Social and Governance Report

Given that the Company is engaged in the financial business which
is office-based with low energy consumption and low pollution, the
environmental impact of the Company’s operation is mainly caused
by greenhouse gas emission from vehicles and indirect greenhouse
gas emission from electricity and water consumption. The Company
is not aware of any significant generation of hazardous waste, and
product packaging materials as a result of its operation activities. It
did not encounter any problems in sourcing water.

Based on years of historical experience over the years, there will not
be any major climate change in the place where the Company is
located and material climate-related issues will not have any impact
on the Company’s daily operations.

In 2020, the Company kept its overall emissions under control,
and significantly reduced its water consumption. Specifically, the
water consumption decreased by 1,251.86 cubic meters compared
with last year. The Company will continue to implement the above
measures on energy saving, waste recycling and reuse as well
as office automation, while proactively conducting studies on
implementing other environmental protection measures.

B. SOCIAL

The Company values talents and is devoted to recruiting
and retaining high-caliber employees for its own sustainable
growth. The Company values and treats the employees as
equals, safeguards their rights and offers them opportunities of
training and development, thus enabling employees to perform
to the best of their ability.

RS HERERKRE
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(1) Employment and labor practices:

Employment:

As at 31 December 2020, the Company had a total
of 1377 employees (Full-time) in Mainland China and
Hong Kong. In terms of education background, 1144
employees (83%) have bachelor’s degree or above, and
233 employees (17%) have received post-secondary
education and below. In terms of lines of work, 670
employees (49%) are front-office staff, and 707 employees
(51%) are middle-office and back-office supporting staff.
In terms of age, 366 employees (26.6%) are aged 20-30;
815 employees (59.2%) are aged 31-40; 158 employees
(11.5%) are aged 41-50; and 38 employees (2.8%) are
aged 51 and above. In terms of geographical regions,
the distribution of employees of the Group is as follows:
Chongging has a total of 493 employees, accounting
for 35.8%; Shenyang has a total of 132 employees,
accounting for 9.6%; Sichuan has a total of 106
employees, accounting for 7.7%; Beijing has a total of 70
employees, accounting for 5.1%; Nanjing has 65 people
in total, accounting for 4.7%.

In strict compliance with applicable laws and regulations
including the Labor Law of the PRC, the Labor Contract
Law of the PRC, the Implementation Regulation of the
Labor Contract Law of the PRC, the Law on Safeguarding
Women'’s Interests and Rights of the PRC and the Hong
Kong Employment Ordinance, the Company upholds the
principle of gender equality. As at 31 December 2020,
the Company had 738 male employees and 639 female
employees, with a gender ratio of 5.3: 4.7.

Hanhua Financial Holding Co., Ltd.
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In the course of recruitment, the Company treats job
applicants equally and does not discriminate them on
the grounds of national origin, race, nationality, gender,
religion, age, sexual orientation, political affiliation, marital
status and other social identity. It establishes employment
relations based on legal, fair and equal negotiation. In
the course of day-to-day management, the Company
does not take into consideration their national origin,
race, nationality, religion, age, sexual orientation, political
affiliation, marital status and other social identity in their
welfare, treatment and promotion.

In 2020, the employee dismissal/resignation rate was
18%, covering the employees dismissed by the Company
based on performance and competence and those
submitted resignation by themselves. By gender, the
dismissal/resignation rates are 20% for male employees
and 15.7% for female employees.

By age group, the dismissal/resignation rates are 22.4%
for employees aged 20-30, 7.8% for employees aged
31-40, 3.2% for employees aged 41-50 and 2.3% for
employees aged 51 and above.

In terms of geographical regions, the dismissal/
resignation rate of the Group is as follows:
Chongging, 14.5%; Shenyang, 14.7%; Sichuan,
16.1%; Beijing, 34.3%; Nanjing, 11.36%.

RS HERERKRE
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RE -#HERER
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The Company maintains strict compliance with relevant
national and regional requirements for termination of
employment relations. As to employees’ voluntary
resignation, the Company negotiates with employees on
an equal footing and respects their decisions. Termination
of labor contracts, termination negotiation, dismissal
and other procedures are conducted in accordance with
laws. For dismissal due to employees’ violation of laws,
regulations and rules, the Company will proceed as
permitted by laws and regulations and with reference to
the Company’s “Employee Manual”.

Health and Safety:

The Company has always attached importance to
employees’ occupational health and safety. It complies
with applicable laws and regulations, including the
Labor Law of the PRC, the Labor Contract Law of the
PRC and the Implementation Regulations of the Labor
Contract Law of the PRC in establishing and maintaining
a safe, healthy and people-oriented office environment to
guarantee employees’ interests and rights. From 2017 to
2020, there was no case of work-related death or serious

injury.

According to the legal requirements of national and
regional governments, the Company practices a working
hour system of no more than 8 working hours a day and
no more than 40 hours a week. Meanwhile, in the interest
of staff’'s work-life balance, we safeguard their rights to
reasonable leave and provide them with various kinds of
leave, e.g., public holiday leave, statutory holidays, annual
leave, marital leave, maternity leave and paternity leave,
nursing leave, funeral leave, sick leave, absence leave and
work-related injury leave.

Hanhua Financial Holding Co., Ltd.
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The Company attaches great importance to organizational
culture building and employee care, promotes cultural
cohesion through employee care, and incorporates
corporate values and social responsibility into
organizational culture. During the COVID-19 outbreak in
2020, the Company fully leveraged the advantages of its
digital platform to support relevant decision-making by
responding quickly to the crisis in the aspects of dynamic
screening of COVID-19 and information transmission.
Meanwhile, it actively publicized and implemented policies
on combating and preventing COVID-19 epidemic
through cultural communication, and continuously
passed on positive energy to increase the cohesiveness
of employees. In addition, the Company upheld the
original aspiration of “finance for good” and took multiple
measures to fulfill its social responsibilities. In addition to
supporting SMEs to tide over the epidemic through its
main financial business, the Company donated epidemic
prevention supplies to relevant authorities and extensively
participated in the anti-COVID-19 efforts. In terms of
employee care, in order to appreciate employees’ long-
term contribution to the Company and enhance staff’s
sense of honor and pride, the Company has set up
Employee Service Awards to commend employees who
have served the Company for five years or ten years, and
present them with commemorative prizes.
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(3) Organizational development and training:

In 2020, the COVID-19 epidemic impacted the overall
planning for organizational development and training
formulated at the beginning of the year. However,
the Company responded swiftly in organizational
development, accelerated the transformation and
operation of digital learning platform by riding on the
trend, and promoted the nationwide deployment of
its talents development system. On one hand, the
headquarter of the Group fully utilized the resource
advantages to coordinate the overall implementation
mechanism and comprehensively empower the operation
teams of organizational development; on the other
hand, the operation teams at all levels gave full play to
their localized advantages, customized and promoted
the localization model of talents fostering system in line
with local actual conditions, reflecting the flexibility and
innovation of the overall system. In addition, the Company
continued to deepen the previous programs, focused on
the continuity and consistency of talents development,
and ensured talents development to effectively serve
business development, thereby further building Hanhua’s
elite team.

The percentage of employees received trainings in
2020 by gender: male accounted for 50.8% and female
accounted for 49.2%; by employee category: employees/
supervisors accounted for 74.3%, department heads
accounted for 19.7% and general managers or above
accounted for 6%.

The average training hours per employee by gender:
31.42 hours for male and 32.37 hours for female;
by employee category: 32.57 hours for employees/
supervisors, 30.64 hours for department heads and 15.93
hours for general managers or above.

Hanhua Financial Holding Co., Ltd.
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(4) Performance and remuneration benefits:

In terms of performance management, the Company
continues to improve performance management every
year. In terms of practicality, the performance-related
systems, processes and tools are continuously optimized,
among which, online centralized management has been
basically achieved for the performance data of the fledged
business segments. Meanwhile, the Company has broken
the transmission barriers among human resources-related
systems, and realized the automatic interconnection
of results information, performance appraisal, bonus
calculation and other data, which further improved the
management efficiency while ensuring data accuracy. In
terms of implementation, performance results are linked
to remuneration incentives, job or position promotion,
personal career development, etc., which effectively
unleash the potentials of employees and promote their
self-development, thus driving the overall improvement
of organizational efficiency. Through the Company’s
performance-based remuneration management, relevant
policies are moderately adjusted according to the actual
situation of annual business development to ensure that
the organizations and individuals will receive incentives in
line with their excellent performance.

In terms of remuneration benefits, the Company made
progress while maintaining stability, and ensured the
fairness, reasonableness and competitiveness of
remuneration benefits through regular and centralized
review. The Company has established a comprehensive
remuneration system which is legal, compliant, objective
and fair to ensure that employees’ remuneration
corresponds to their contributions. The fixed remuneration
of an employee is agreed based on arm’s length
negotiation with the employee and is higher than the local
statutory minimum wage standard; the performance-
based remuneration of an employee is paid by the
Company based on the overall operating conditions, the
revenue generated by the business segments which the
employee served and the performance of the employee.
The Company focuses on the input-output ratio as well
as the employees’ satisfaction to remunerations, ensuring
that both the Company’s revenue and employees’
interests are maximized.
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(5)

The Company formulated a comprehensive and diversified
welfare system, and paid contributions to social insurance
and housing fund for employees in accordance with
the law, so as to ensure corresponding benefits of
employees. In addition, the Company provided employees
with comprehensive welfare programs such as medical
examination, commercial insurance, seniority allowance,
work lunch or subsidy, transportation allowance, holiday
benefits and workwear. In particular, for the commercial
insurance, the Company makes reasonable use of
relevant resources and provides employees’ spouses and
children with reference to insurance plans with excellent
cost-effectiveness, thus fully spreading the culture and
caring of Hanhua.

Labor Standards:

The Company strictly complies with the Labor Law of the
PRC, the Labor Contract Law of the PRC, the Law on
Safeguarding Women’s Interests and Rights of the PRC,
the Law on the Protection of Minors of the PRC, the
Special Rules on Labor Protection of Female Employees
of the PRC, the Employment Promotion Law of the PRC
and other applicable laws and regulations, as well as the
local labor standards where employees are located. In
terms of personnel recruitment, the Group complies with
national and local regulations and treats all employees
equally and fairly without discriminatory policies. In terms
of employee management, working hours and public
holiday leave are implemented in accordance with relevant
laws and regulations, and relevant reward and punishment
and daily management policies and systems are clearly
defined and communicated to the employees. Employees
are encouraged to have friendly communication with
the Company. Prior to the establishment of employment
relations, it carries out strict identity screening and
has never hired minors. The relationship between
the Company and employees is fair and equal. The
employment of the Company’s staff is subject to laws and
their consent.

Hanhua Financial Holding Co., Ltd.
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2. OPERATION PRACTICES:

(1) Supply Chain Management:

The Company is committed to building a responsible
supply chain, based on the principles of “seeking truth
from facts, supervising according to law”, “openness,
fairness and justice”, and “combining supervision with
work effectiveness” to build mutual trust and win-win
cooperation relationship with suppliers.

In the process of evaluating suppliers, the Company
adheres to the combination of offline and online methods,
strictly controls the process, adopts multiple comparison
principles, and selects the best suppliers. At the same
time, the Company attaches great importance to the
social and environmental responsibilities assumed by
suppliers and their performances. Under the same
conditions, priority is given to purchasing energy-saving
and environmentally-friendly products that have passed
environmental labeling product certification, energy-saving
product certification, or other certifications recognized by
the state.

In terms of banking, the Company has cooperated with
more than 50 banks to obtain a credit guarantee business
credit of more than 40 billion yuan. The five largest
cooperative banks of the Group each provided 45% of
the bank financing guaranteed by us, and the largest
cooperative bank provided 9.8% of the total financing
guaranteed by the Group.

In 2020, the Company is not aware of any major actual
and potential negative impacts caused by any suppliers
due to business ethics, environmental protection and
improper labor measures.

2 @EEA:

(1)

HEEEE:

ARARBARBREEREEHH
B AZIEFRE-KEE
Bl-I2R 2F RE] T8
ERBRTIFEREES W
[REI- BHEHEEZEEEE
BERARmABE-

EFEHERNBRES AQ
AIERRAGRTNERBES
5 BRIEERE  RIZ
RUBRRA 2EER AR
AommEEREEEAAED
HeiEE REEERERR
ERFHRETEERBBEAR
BRTERRE HEERR
78 3 B AR A) A H At BB RE
ERREIRIRE m

FIRITHFE AQAMES0%
RIFTHEITAIE ESHBBA
HEAOB T ERERER
BEBEE - AEBEMNAKEE
RITHOAIREHRBEMEROR
TRBHL45% HFAAER
TREBEAEEERORER
R 1£9.8% °

2020F B ARB LT TMEE
FAHEEAREEEREE
RERS THEETEEXTM
BREBRRBEMNAETE-

Annual Report 2020
“BoBEFR

177



178

For office network, we selected China Unicom as service
provider. China Unicom has established a “three-in-one”
green management system, including green concept,
green practice and green performance. It continued to
implement the Special Plan for Energy Conservation and
Emission Reduction for 2017-2020, and formulated and
implemented the “Special Action for Cost Reduction and
Efficiency Reduction” and the “Special Implementation
Plan for Pollution Prevention and Control”. Meanwhile,
it strived to improve environmental management
capabilities, reduce greenhouse gas emissions, improve
refined management level, and established a long-term
mechanism for green development, contributing to the
prevention and control of pollution.

For office stationery, we selected Deli brand. As the
largest conglomerate specializing in office and school
supplies in China, Deli has engaged environmental
management experts as its environmental protection
consultants to inspect and rectify the environmental
protection treatment equipment, production process,
operation process, production materials and emission
standards at each business unit, after that the aforesaid
aspects will be monitored and tested by its environmental
officers all the time; the group’s production safety
management office conducts environmental hygiene
supervision and inspection on all units and records
relevant information in the standing books.

In 2020, the Company was not aware of any actual or
potential significant negative influence due to misconduct
of suppliers in business ethnics, environmental protection
and labor measures.

Hanhua Financial Holding Co., Ltd.
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(2) Product Responsibility: (2 EREME:

The Company is committed to providing outstanding
customer experience and ensuring that the provision of
products and services is legal, effective and safe.

The Company possesses a substantial amount of
information of corporate and individual customers due to
its business nature. Thus, it attaches great importance
to protecting customer information in compliance with
the Anti-Unfair Competition Law of the PRC and other
applicable laws and regulations relating to health and
safely, advertising, labelling and privacy matters of
products and services and the redress method. It also
adopted the following protective measures:

Enhance customers’ self-protection awareness and avoid
information leakage from the source. In the course of
business promotion and processing, we properly conduct
warning of information security so that customers are
able to develop clear understanding of the danger of
information security breach, learn how to strengthen
information protection and identify the authenticity of
suggestive information, and know about information theft
and how to deal with information leakage, etc.

Strengthen internal management to formulate a long-
lasting mechanism. On one hand, the Company has
optimized customer information management mechanism,
formulated standards for collection, utilization and storage
management of customers’ information and set limitation
on operators’ access to information and contents
according to authorization and roles in the business
system. The Company keeps customers’ personal data
properly and forbids access by unrelated personnel. For
the personal credit system in particular, it also sets up
special position of credit search for designated personnel.
It keeps borrowing records with regards to the borrowing
authorization and scope strictly in compliance with file
access requirements.
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Enhance position management. We strictly identify
positions handling customer information and confidential
materials and forbid unrelated personnel to have
access to confidential information. We strictly regulate
resigned staff’s hand-over of files involving customer
information and request them to sign the “Resigned Staff
Confidentiality Undertaking”.

Enhance monitoring and accountability. We conduct
irregular review on the standardization of customer file
keeping and access as well as detect and rectify hazards
and loopholes in customer information management
work in a timely manner. We effectively eliminate the non-
compliance with regulations and misconduct so as to
block loopholes of leakage of confidential information by
means of establishing supervisory and accountability.

Strengthen customer information security and
confidentiality management with technological approach.
We have established the internal network, external
network and non-military region segregation on the
business system network level by means of security
devices so as to realize secured and controllable visit of
the Internet. We have also set up intrusion inspection,
loophole screening and log auditing on the application
level to ensure stable operation of each system and
avoid the loss and tampering of customer information,
while establishing the comprehensive information security
system to ensure that daily customer behavior is secured
and compliant. We have established the data warehouse
for data centralization, as well as data analysis and
presentation through Bl, which prevents data leakage.

Anti-corruption:

In line with the attitude of being responsible to
shareholders, investors and employees, the Company
attaches great importance to anti-corruption and
governance. The Company has an internal control and
audit department to conduct regular compliance reviews
on its business and management.

Hanhua Financial Holding Co., Ltd.
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Environmental, Social and Governance Report

The Company adopts a zero-tolerance principle in the
fight against corruption and other non-compliances.
Upholding business ethics, it formulated the “Employee
Manual” and other relevant rules. The manual clearly
states that employees should work with high professional
ethics, conduct with integrity, act with good faith, and that
any employee who is found to be involved in any act of
corruption, bribery or embezzlement will be considered
as having committed a serious violation of discipline and
will be dismissed by the Company according to laws and
regulations and without any economic compensation. All
employees have signed the “Integrity Building Undertaking
Letter”, undertaking that they will not engage in any act
in violation of Company’s rules or regulations, work ethics
and the requirements set out in the letter during their
employment, otherwise they shall bear all responsibilities
and consequences (including but not limited to civil
compensation and criminal responsibility).

In addition, the Company carries out educational
campaigns on anti-corruption on a regular basis, using
real cases to raise employees’ awareness against
corruption. In addition, the Company provides special
mailboxes and mailboxes of members of the internal
control department as reporting mailboxes for reporting
corruption incidents.

During the Reporting Period, the Company was not
involved in any corruption litigation against the Company
or its staff.

COMMUNITY:

Since its establishment, the Company has been dedicated to
serving SMEs and disadvantaged groups, stayed committed
to public welfare activities and undertaken corporate social
responsibilities. We have made contributions to disaster relief,
helping the disabled and elderly and supporting education,
spreading positive energy in society with our concrete actions.

In 2020, the Company and Fumin Bank donated an aggregate
of RMB5.57 million for anti-epidemic, poverty alleviation and
education sponsorship.
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In 2020, the Company launched and contributed more than
RMB400,000 to the “Funding for Learning and Teaching”
project in Wushan County, comprising student aids, improving
livelihood improvements and low-performing school upgrading.
So far, the Company has completed the three-year educational
charity program. Launched in 2018, the program focused on
“targeted poverty alleviation” and “poverty alleviation through
education”. By 2020, we had sponsored two training sessions
for teachers in Wushan County, Chongqing City, held three
selection activities for rewarding outstanding teachers, partially
renovated 14 schools, provided financial aids for 241 poverty-
stricken families, and donated a total of RMB2,500,000. The
program has effectively upgraded the teaching facilities of
some schools in Wushan District, and improved the learning
environment of students and the teaching skills of teachers,
demonstrating our adherence to the principle that “education
comes first in poverty alleviation drive”.

In addition, the Company initiated a donation among all
employees and received a total of more than RMB130,000
which was invested fully in one of the Company’s employees
who lives an extremely hard life and has no financial resources
currently as he suffers from amyotrophic lateral sclerosis.

The senior management of the Company is committed to
social responsibility. In addition to participating in social welfare
activities, they also joined a wide range of public events.

In 2020, due to the impact of the COVID-19 epidemic, most
industry associations and summit forums suspended and
reduced offline events or switched to online events. Following
the requirements of epidemic prevention and control, the
management of the Company adopted diversified ways to
participate in public activities to spread the concept of inclusive
finance, and fulfilled the social responsibility of the Company
as an inclusive financial service provider.

Hanhua Financial Holding Co., Ltd.
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In April 2020, Mr. Zhang Guo Xiang, the chairman of the
Company, attended the online inaugural ceremony of
the renowned enterprises committee under the All-China
Federation of Industry and Commerce. In October 2020,
Mr. Zhang Guoxiang was appointed as an adjunct professor
and master’s supervisor at the School of Economics and
Management, Southwest University, and delivered a speech
on behalf of appointees at the appointment ceremony. In
November 2020, Mr. Zhang Guoxiang attended the First
Summit on Cooperation of the Chambers of Commerce of
the Chengdu-Chongaging Economic Circle jointly organised
by the United Front Work Department of Sichuan Provincial
Party Committee, the United Front Work Department of
Chongging Municipal Party Committee, Sichuan Federation
of Industry and Commerce and Chongqing Federation of
Industry and Commerce, and delivered a speech on getting
involved in developing the Chengdu-Chongging Economic
Circle at the summit. In the same month, Mr. Zhang Guoxiang
attended the 2020 China-Singapore Financial Summit, and
was invited to attend the closed-door meeting on “Building the
Chengdu-Chongging Economic Circle and Sharing the New
Western Land-Sea Corridor” where he made a speech on
how to drive high-quality development of the financial sector
in the western region. In December 2020, as the president
of the Alumni Association, Mr. Zhang Guoxiang attended the
15th Anniversary cum 2021 New Year’s Celebration of the
Chongqging Alumni Association of Cheung Kong Graduate
School of Business, and had dialogues with well-known
experts and entrepreneurs on “industrial transformation and
economic landscape in the digital era”.

In December 2020, Mr. Cui Weilan, the president of the
Company, was given a award at the “Chongqging Top 10
Economic Persons of the Year 2019 e Social Responsibility
Awards” co-organised by the Economic and Information
Technology Commission of Chongging, the Management
Committee of Liangjiang New District of Chongging, and
Chongqing Daily Press Group. With the theme of “Innovation
e Openness ¢ Intelligence e Stability”, the event aimed
to recognise outstanding entrepreneurs who have made
remarkable contributions to industrial transformation and
upgrading, employment stability, targeted poverty alleviation
through industrial development, and public welfare and
charity cause. Mr. Zhou Keqin, Vice Chairman of the CPPCC
Chongaging Committee, among others, attended the award
ceremony.
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REPORT OF THE BOARD OF DIRECTORS

The Board is pleased to present the annual report and the audited
financial statements of the Group for the year ended 31 December
2020.

CORPORATE INFORMATION AND PRINCIPAL
ACTIVITIES

The Company was incorporated in the PRC in 2004 as a company
with limited liability.

The scope of business of the Company as reflected on the business
license includes investment business, investment management and
investment advisory.

The Group mainly offers diversified and comprehensive financial
services to serve the financing and business needs of SMEs
and microenterprises under several business lines such as credit
guarantee, small loans, internet finance, financial factoring, capital
management and financing leases in China.

RESULTS

The results of the Group for the year ended 31 December 2020 are
set out in the Consolidated Statement of Profit or Loss on page 224
of this report.
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Report of the Board of Directors

BUSINESS REVIEW

A review of the business of the Group for the year ended
31 December 2020 and a discussion on the Group’s future business
development are set out under the section headed “Management
Discussion and Analysis” of this report respectively. Descriptions of
possible risks and uncertainties that the Group may be facing are
provided in this Report of the Board of Directors on pages 190 to
191. Particulars of important events affecting the Group that have
occurred since the end of the financial year ended 31 December
2020 can be found in this Report of the Board of Directors on
pages 193. In addition, discussions on the Group’s environmental
policies and performance, important relationships with its
stakeholders and compliance with relevant laws and regulations are
contained and available in this Report of the Environmental, Social
and Governance on page 161 to page 183, respectively. The above
discussions constitute part of this Report of the Board of Directors.

FINAL DIVIDEND

The Board recommended the payment of a final dividend of
RMBO0.03 per share to shareholders, for a total distribution of
RMB138 million, based on the total share of the Company of
4,600,000,000 shares. The remaining undistributed profits will be
carried forward to 2021. The final dividend payment plan has yet to
be approved by the shareholders’ annual meeting to determine how
it will be paid.

TAX RELIEF (H SHAREHOLDERS)
Non-resident enterprise Shareholders

According to the Enterprise Income Tax Law of the PRC, effective
on 1 January 2008, and other related provision of implementation,
the Company shall withhold the enterprise income tax at the rate of
10% for non-resident enterprise Shareholders whose name appear
on the register of H Shareholders.
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Non-resident individual Shareholders

Pursuant to the Circular (Guo Shui Han No. [2011] 348) issued by
the State Administration of Taxation of the PRC, the Company shall
withhold and pay the non-resident personal income tax for the non-
resident H shareholders. Non-resident individual Shareholders are
entitled to enjoy relevant preferential tax treatment provided that the
countries in which they reside in have entered into double taxation
treaties with the PRC and there are relevant provisions of taxation
arrangement between the PRC and Hong Kong and Macau.

Where the countries in which non-resident individual H Shareholders
reside have entered into taxation treaties with the PRC and the
tax rates stipulated therein are lower than 10%, the Company will
apply on behalf of these individual Shareholders to seek entitlement
of relevant treatment under the taxation treaties according to the
requirements of the Administrative Measures for Non-resident
Taxpayers to Benefit from the Taxation Treaties (No. 60 of the
Announcement of the State Administration of Taxation for 2015).

For Hong Kong residents, Macau residents and non-resident
individual H Shareholders who are residents of the countries and
regions that have entered into taxation treaties with the PRC with
the tax rate stipulated at 10%, the Company shall withhold the
personal income tax at the rate of 10%.

For those non-residential individual H Shareholders who are
residents of the countries or regions that have entered into taxation
treaties with the PRC stipulating tax rates higher than 10% but
lower than 20%, the Company shall withhold the personal income
tax at the applicable tax rates stipulated in the relevant taxation
treaties.

For those non-residential individual H Shareholders who are
residents of the countries or regions that have entered into taxation
treaties with the PRC stipulating tax rate at 20%, who are residents
of the countries or regions that have not entered into any taxation
treaties, or otherwise, the Company shall withhold the personal
income tax at the rate of 20%.
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Report of the Board of Directors

FINANCIAL SUMMARY

A summary of the Group’s results, assets and liabilities for the
last five financial years are set out on page 9 of this report. This
summary does not form part of the audited consolidated financial
statements.

MAJOR BANKING PARTNERS/SUPPLIERS

The five major banking partners of the Group each provided 45%
of the bank financing we guaranteed. The largest banking partner
accounted for 9.8% of the total financing the Group guaranteed.

Due to the Group’s business nature, the Group does not have
major suppliers.

MAJOR CUSTOMERS

Qur customers primarily include SMEs, micro-enterprises and
individuals. For the year ended 31 December 2020, revenue derived
from our five largest customers accounted for less than 30% of our
total net fee and interest income.

None of the Directors or any of their close associates or any
Shareholders (who, to the best knowledge of the Directors, own
more than 5% of the Company’s issued share capital) had any
interests in the Group’s five largest customers.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the
Company and the Group during the year ended 31 December 2020
are set out in note 20 to the financial statements.

SHARE CAPITAL

During the year ended 31 December 2020, there were
4,600,000,000 shares of the Company in issue, the issued
Domestic Shares and the H shares of the Company were
3,430,000,000 shares and 1,170,000,000 shares, one RMB for Per
share.
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RESERVES

Details of movements in the reserves of the Group and the
Company during the year are set out on pages 229 to 230 in the
“Consolidated Statement of Changes in Equity” of this report and in
note 34 to the financial statements.

DISTRIBUTABLE RESERVES

According to actual conditions of the Company and its needs
arising from its coordinated sustainable development in the future,
the Board recommend the payment of a final dividend for the year
ended 31 December 2020.

BANK LOANS AND OTHER BORROWINGS

Particulars of bank loans and other borrowings of the Company and
the Group as at 31 December 2020 are set out in note 26 to the
financial statements.

DEBENTURES ISSUED

On 10 June 2015 and 3 November 2015, the company issued
corporate bonds of “14 Hanhua 01” and “14 Hanhua 02"
respectively.

“14 Hanhua 01” was expired on 10 June 2020, “14 Hanhua 02"
was expired on 3 November 2019, the Company has paid all
capitals and interests in accordance with the terms of the bond.
Please refer to the Management Discussion and Analysis for details.

EQUITY-LINKED AGREEMENTS

For the year ended 31 December 2020, the Company did not enter
into any equity-linked agreements.
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Report of the Board of Directors

DIRECTORS’ AND SUPERVISORS’ INDEMNITIES

At no time during the year ended 31 December 2020 and up to
the date of this report, there was or is, any permitted indemnity
provision being in force for the benefit of any of the directors and
the supervisors of the Company (whether made by the Company
or otherwise) or an associated company (if made by the Company).
The Company has arranged appropriate directors’, supervisors’ and
officers’ liability insurance coverage for the Directors, supervisors
and officers of the Group.

SHARE INCENTIVE SCHEME

On 27 May 2015, the 2014 annual general meeting of the Company
considered and approved the proposal on the grant of bonus in the
form of shares in open market to the senior and middle to senior
management of the Company under the share incentive scheme
(the “Scheme”), a medium and long-term incentive scheme to
increase in share by the senior and middle to senior management
with incentive fund base of the portion of year-end performance-
related remuneration of the participants. In 2015, the Scheme was
gradually implemented in accordance with the relevant procedures.
5,738,623 H shares of the Company were acquired from the open
market. As of the date of this report, all of the above 5,738,623
H shares were unlocked and vested to individuals. There were
currently 3,923,439 H Shares remaining due to the factors such as
resignation of the members of senior management.

ESEHRE

EEREENRERSE

RE E2020F12A31HEEAMNEENR
REAHEAMEBRE HAQERBE
ERNTEREEFOREECERERD
AMEERERE (THETHEARAH
EMiT ) EEBHERAANENES
MEEE(MMAARRRMY) AREIH A
EEEE EELafAABTHEEN
BEE EENEAABEEETRE-

BERBREE

R2015F5827H » N A RI2014F E &
REgREZAETHARATREERE
AEBBARMIGESKRER N M
CHEEEERENE([FTE)NZE
X REEHMALEENFRIBMHDENR
N BRI E O RS - ZIBEE
BIZBEBREFE SIS E N R2015
FURAFMHEE 75,738,623 HA%
HEARRESHE A LillH5,738,623
BMHEEHZTRENEA AsHERE
B EBERE " B AlH#:3,923,439
A% o

Annual Report 2020
“BoBEFR

189



190

Report of the Board of Directors
EEERE

RISK MANAGEMENT

Our risk management committee is the highest decision-making
organisation on risk management, fully responsible for risk
management of the Group. Our internal control departments
including risk management and internal control and audit as well as
other departments and business department form a system of pre-,
during and post-incident risk management and internal control.

For the year ended 31 December 2020, the Company has identified
our actual risks including credit risk, market risk, operational risk,
liquidity risk, of which credit risk is our major risk. Besides, this
report does not constitute a recommendation or an advice for
anyone to invest in the securities of the Company and investors
are advised to make their own judgment or consult their own
investment advisors before making any investment in the securities
of the Company.

Credit Risk Management

In the light of the characteristics of credit risk, the Company
shifted gradually the way of risk assessment from single business
project to that on product and business model, and formulated
admission criteria, investigation standard, credit standard, operation
procedure, post-loan management and method of payment call for
each product. The Company made amendment and improvement
to policies and operation standard on admission and investigation
of guarantee, loan, factoring and leasing, specific operation
requirements and management requirement of post-guarantee and
loan to ensure the suitability and feasibility of the policies during the
year.
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Report of the Board of Directors

Market Risk Management

Based on its exposure to the specific market risks, the Company
established stringent industrial and regional credit policy. In respect
of the industrial credit policy, it conformed to the national industrial
policies and industry development trends, selected the best
sectors and made dynamic adjustment. In respect of the regional
credit policy, it has taken into account of the local credit market
conditions, regional risk level, competition level to control the scale
and use of the credit facility. Coupled with differentiated pricing
administrative measures based on customer classification, scale of
single transaction, and income-to-cost ratio, this enabled “better
than average management, preventive system and revenue covering
cost”.

Operational Risk Management

The Company prevented the operational risk from the origin
through strict management of authorization and implementation
of installation of two persons, dual position and double duties
for key positions, and established a system of normalized check
and reporting and feedback and improvement mechanism of risk
incident, which effectively prevented the operational risk.

Liquidity Risk Management

“Liquidity safety” is the first management objective for our Planned
Finance Department, which is responsible for overall management
of our liquidity risk. Each subsidiary is required to compile a daily
sheet of monetary liquidity to submit to the Planned Finance
Department. Our Planned Finance Department flexibly adjusts
the size and structure of the balance sheet by monitoring various
liquidity risk limits and cash flow. This is to ensure to maintain
sufficient cash reserve to meet liquidity needs in the short and long
term and guarantee our liquidity safety.
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BOARD OF DIRECTORS, SUPERVISORS AND
SENIOR MANAGEMENT

As of at 31 December 2020, the third session of the Board
comprised a total of twelve Directors, including two executive
Directors, five non-executive Directors and five independent non-
executive Directors.

Details of the Directors, Supervisors and senior management for the
year ended 31 December 2020 and as of the date of this report are
set out in the section headed “Directors, Supervisors and Senior
Management” of this report.

CONFIRMATION OF INDEPENDENCE OF
INDEPENDENT NON-EXECUTIVE DIRECTORS

In accordance with Rule 3.13 of the Listing Rules, the Company
has received the annual confirmation from each of the independent
non-executive Directors in respect of their independence, and
considered all of the independent non-executive Directors to be
independent.

DIRECTORS’ AND SUPERVISORS’ SERVICE
CONTRACTS

Each of executive Directors, non-executive Directors and
independent non-executive Directors of the third session of the
Board renewed the service contract with the Company on 28 May
2019, for a term of three years from 28 May 2019.

Each of the supervisors of the third session of the supervisors
renewed the appointment letter on 28 May 2019, for a term of three
years from 28 May 2019.

None of the Directors or supervisors of the Company has a
service contract which is not determinable by the Company within
one year without payment of compensation other than statutory
compensation.
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Report of the Board of Directors

DIRECTORS’ AND SUPERVISORS’ INTERESTS
IN CONTRACTS, TRANSACTIONS OR
ARRANGEMENTS OF SIGNIFICANCE

None of the Directors or the supervisors or any entity connected
with them has any material interest, either directly or indirectly,
in any contract, transaction or arrangement of significance to
the Group’s business to which the Company, any of its holding
companies, any of its subsidiaries, fellow subsidiaries was a party
subsisted at the end of the year or at any time during the year
ended 31 December 2020.

INTERESTS IN COMPETING BUSINESS

Except as disclosed in this report, during the year ended
31 December 2020, none of the Directors and their respective
associates (as defined in the Listing Rules) had an interest in a
business which causes or may cause any significant competition
with the business of the Group and any other conflicts of interest
which any such person has or may have with the Group.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the
whole or any substantial part of the business of the Company were
entered into or existed during the year ended 31 December 2020.

REMUNERATION POLICY

Under the remuneration policy of the Group, the Nomination and
Remuneration Committee will consider factors such as salaries paid
by comparable companies, tenure, commitment, responsibilities and
performance (as the case may be) of our Directors, supervisors and
the senior management, in assessing the amount of remuneration
payable to our Directors, supervisors and the senior management.

PENSION SCHEME

The Group is required to participate in Contributions to retirement
schemes organised by the respective municipal governments of
the PRC whereby the Group is required to pay annual contributions
to retirement for the PRC based employees at certain rate of
the standard wages determined by the relevant authorities in the
PRC during the year. The Group has no other material obligation
for payment of retirement benefits to employees beyond the
contributions to retirement described above.
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REMUNERATION OF DIRECTORS, SUPERVISORS
AND FIVE INDIVIDUALS WITH HIGHEST
EMOLUMENTS

Details of the emoluments of the Directors, supervisors and the
five highest paid individuals are set out in note 7 and note 8 to the
financial statements.

CHANGES TO INFORMATION IN RESPECT OF
DIRECTORS AND SUPERVISORS

Save as disclosed in the section headed “Directors, Supervisors
and Senior Management” in this report, there was no change to
any of the information required to be disclosed in relation to any
Directors and supervisors pursuant to paragraphs (a) to (e) and (9)
of Rule 13.51(2) of the Listing Rules since 1 January 2020.

DIRECTORS’, SUPERVISORS’ AND CHIEF
EXECUTIVES’ INTERESTS AND SHORT
POSITIONS IN SHARES, UNDERLYING SHARES
AND DEBENTURES

As at 31 December 2020, the interests or short positions of the
Directors, supervisors and chief executives of the Company in the
shares, underlying shares or debentures of the Company or any of
its associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (“SFQ”)) which were required, (a)
to be notified to the Company and the Stock Exchange pursuant
to Divisions 7 and 8 of Part XV of the SFO (including interests and
short positions which they are taken or deemed to have under such
provisions of the SFO); or (b) to be recorded in the register required
to be kept under section 352 of the SFO; or (c) to be notified to
the Company and the Hong Kong Stock Exchange pursuant to the
Model Code contained in Appendix 10 to the Listing Rules were as
follows:
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Report of the Board of Directors
EEERE

(i) Interests in the Company (i) RAEDAHES

Approximate Approximate

percentage percentage

No. of in relevant in total share

Name of Shareholder  Position Class of share Nature of interests shares held  class of share® capital®

EEBROERN  GRAEH2

BRRERE B BB ER BEtE BERGEE  ZBAEIHO  BREAHLY

(Shares) (1) (%) (%)

Zhang Guoxiang” Director Domestic Share Beneficial owner/Interests of 453,185,762 13.21 9.85
REFO Bz NER controlled corporation (Long position)
EnlEEA/REERER (#8)

H Share Beneficial owner 585,971 0.05 0.01
HE& EREAA (Long position)
(#8)

Wang Fangfei? Director Domestic Share Interests of controlled corporation 231,532,653 6.75 5.03
IFEe Bz NER REtEER (Long position)
(#8)

Cui Weilan Director Domestic Share Beneficial owner 2,058,742 0.06 0.04
ERE Bz NER ERERA (Long position)
(#8)

H Share Beneficial owner 648,006 0.06 0.01
EREAA (Long position)
(#8)

Liu Jiaoyang Director Domestic Share Beneficial owner 441,159 0.01 0.01
2%t Bz NER EREAA (Long position)
(#8)

Li Ruping Supervisor Domestic Share Beneficial owner 2,352,848 0.07 0.05
E3URS B NER ExEAA (Long position)
(#8)

Chen Zhonghua Supervisor Domestic Share Beneficial owner 441,159 0.01 0.01
Berp £ NER ExEAA (Long position)
(#8)

Qin Yong Supervisor Domestic Share Beneficial owner 588,212 0.02 0.01
RE EE NER ExEAA (Long position)
(#2)
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Note

1. Mr. Zhang Guoxiang directly holds approximately 66.89% of
the equity interest of Huitai, which directly holds 450,416,901
Domestic Shares of the Company as at 31 January 2021.
Accordingly, Mr. Zhang Guoxiang is deemed to be interested
in the 450,416,901 Domestic Shares held by Huitai. Mr. Zhang
Guoxiang also directly holds 2,768,861 Domestic Shares of the
Company.

2. Ms. Wang Fangfei directly holds 55% of the equity interest
of Chongqging Jiulong Investment Co., Ltd. (“Chongqing
Jiulong”), which directly holds 231,532,653 Domestic shares
of the Company. Accordingly, Ms. Wang Fangfei is deemed
to be interested in the 231,532,653 Domestic Shares held by
Chongqing Jiulong.

3.  As at 31 December 2020, the issued Domestic Shares and
the H Shares of the Company were 3,430,000,000 Shares and
1,170,000,000 Shares, respectively.

4.  As at 31 December 2020, there were 4,600,000,000 Shares of
the Company in issue.

Save as disclosed above, as at 31 December 2020, none
of the Directors, supervisors or the chief executives of the
Company had any interests or short positions in the shares,
underlying shares and debentures of the Company or its
associated corporations (within the meaning of Part XV of SFO)
which are required (i) to be recorded in the register required to
be kept under section 352 of the SFO, or (ii) to be notified to
the Company and the Hong Kong Stock Exchange pursuant to
the Model Code.
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Report of the Board of Directors

(ii) Interests in associated corporations

None of the Directors, supervisors or the chief executives of
the Company had any interests or short positions in shares,
underlying shares and debentures of associated corporations
(within the meaning of Part XV of SFO) of the Company.

DIRECTORS’ AND SUPERVISORS’ RIGHTS TO
ACQUIRE SHARES OR DEBENTURES

None of the Directors or supervisors or any of their respective
associates was granted by the Company or its subsidiaries any
right to acquire shares or debentures of the Company or any other
body corporate, or had exercised any such right.

SUBSTANTIAL SHAREHOLDERS’ INTERESTS
AND SHORT POSITIONS IN SHARES AND
UNDERLYING SHARES

As at 31 December 2020, the persons (not being a Director,
supervisor or chief executive of the Company) or corporations
having interests or short positions in the shares or underlying shares
of the Company which are required to be notified to the Company
and the Stock Exchange under Divisions 2 and 3 of Part XV of the
SFO and recorded in the register required to be kept under section
336 of the SFO and who were directly and/or indirectly deemed to
be interested in 5% or more of the nominal value of any class of
share capital carrying rights to vote in all circumstances at general
meetings of the Company are listed as follows:
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Approximate Approximate
percentage percentage
No. of in relevant in total share
Name of Shareholder Class of share Nature of interests shares held class of share® capital®
EEBRRGERZ EREEHZ
BRRER B4R EEME FEROHE BREIHLE R A
(share) (&) (%) (%)
Huitai® Domestic Share Beneficial owner 450,416,901 13.13 9.79
R0 NER BEREBA (Long position)
(#%8)
Loncin Holdings® Domestic Share Beneficial owner 432,188,780 12.60 9.40
=32 Gl NER BEREBA (Long position)
(#%8)
Loncin Group®“ Domestic Share Interests of controlled corporation 432,188,780 12.60 9.40
BEEEO0 NER XELEER (Long position)
(#%8)
Shenzhen Jinling Huaruan ~ Domestic Share Beneficial owner 280,000,000 8.16 6.09
Xintai Investment NER ExBBA (Long position)
Partnership (Limited (#78)
Partnership)
ReEERERRE
ARk (FRAR)
Beijing Daoyang Zhengde Domestic Share Beneficial owner 270,000,000 7.87 5.87
Information Consulting NER ExBBA (Long position)
Co., Ltd. (#%8)
T REHIEREEHH
BRAR
Wang Mingyue Domestic Share Beneficial owner 269,824,593 7.87 5.87
I A NER ExBBA (Long position)
(#%8)
Chonggaing Jiulong Domestic Share Beneficial owner 231,532,653 6.75 5.03
EENE NER ExBBA (Long position)
(#%8)
Max Wisdom International  H Share Beneficial owner 75,000,000 6.41 1.63
Industrial Limited HAk ExBEA (Long position)
EREREXERAR (#%8)
Golden Sapientia H Share Beneficial owner 63,000,000 5.38 1.37
Investment Limited HAk ExBEA (Long position)
SERERRRA (#%8)

1 98 Hanhua Financial Holding Co., Ltd.
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Notes:

1. As at 31 January 2021, Huitai directly holds 450,416,901 Domestic
Shares of the Company.

2. Loncin Holdings directly holds 432,188,780 Domestic Shares of the
Company.

3. Loncin Group directly holds 98% of the equity interest of Loncin
Holdings, which directly holds 432,188,780 Domestic Shares of the
Company. Accordingly, under the SFO, Loncin Group is deemed to
be interested in the 432,188,780 Domestic Shares held by Loncin
Holdings.

4. The 432,188,780 Shares held by Loncin Group and Loncin Holdings
are of the same interest and duplicated each other.

5. As at 31 December 2020, the issued Domestic Shares and
the H Shares of the Company were 3,430,000,000 Shares and
1,170,000,000 Shares.

6. As at 31 December 2020, there were 4,600,000,000 Shares of the
Company in issue.

PURCHASE, SALE OR REDEMPTION OF LISTED
SECURITIES OF THE COMPANY

For the year ended 31 December 2020, there was no purchase,
sale or redemption of any listed securities of the Company by the
Company or any of its subsidiaries.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the relevant
laws of the PRC or the Articles of Association that would oblige
the Company to offer new Shares on a pro rata basis to existing
Shareholders.
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COMPANY’S ENVIRONMENTAL POLICIES,
SOCIAL AND GOVERNANCE RESPONSIBILITY
AND PERFORMANCE

The Group strives for the long-term sustainable development of
our business and the regions where our businesses are located.
The Group has been actively performing our environmental, social
and governance responsibilities and conducting our business
in a socially-responsible way while creating monetary value
for our Shareholders. The Company strictly complies with the
requirements of Environmental, Social and Governance Reporting
Guides issued by the Stock Exchange, whereby the Company is
committed to incorporating the sustainable development principle
into our corporate development strategies and daily operation and
management and acting as a responsible corporate citizen. In
2020, the Company provided our staff with a premium development
platform and safe working environment. We protect the
environment, treasure the natural resources and spare no efforts in
reducing the impact of our operation on the environment. We value
our customers and suppliers, and provide premium product and
service and continuously optimize the management of our suppliers.

Pursuant to Appendix 27 to the Listing Rules, the Company
prepared the Environmental, Social and Governance Report, which
is set out from page 161 to page 183 of this report.

COMPANY’S COMPLIANCE WITH RELEVANT
LAWS AND REGULATIONS

The Group is able to comply with relevant requirements of laws,
regulations, rules and provisions of the Companies Ordinance, the
Listing Rules and SFO in Hong Kong, the Company Law of the
People’s Republic of China, the Basic Norms of Enterprise Internal
Control, Interim Measures for the Administration of Financing
Guarantee Companies, Financial Asset Management Company
Regulations, including information disclosure, corporate governance
and standard industry operation, etc.. The Group has also adopted
the Model Code in Hong Kong.
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Report of the Board of Directors

CONNECTED TRANSACTION

All material related party transactions as disclosed in note 39 to
the financial statements did not constitute connected transactions
or continuing connected transactions of the Company under
Chapter 14A of the Listing Rules which are required to comply with
any of the reporting, announcements, independent shareholders’
approval or annual reporting requirements under the Listing Rules.
In particular, transactions under category(a) were provided under
services contract of the relevant management, transactions under
category(b) on other revenue and guarantee income are either
transactions with persons connected with insignificant subsidiaries
(as defined in the Listing rules) of the Company, or transactions
where all applicable percentage ratios (other than profit ratio) were
less than 0.1%, and the remaining transactions under category (b)
do not constitute connected transactions or continuing connected
transactions under Chapter 14A of the Listing Rules. The Company
confirmed that it has complied with the disclosure requirements in
accordance with Chapter 14A of the Listing Rules.

SIGNIFICANT INVESTMENT

On 28 April 2020, the Group entered into the limited joint venture
agreement with Shenfu Assets to establish a joint venture. As at the
date of approval of this report, the Group and Shenfu Assets have
yet to make contribution and the joint venture has yet to commence
operation.

The Company published announcements on 1 December 2016,
6 December 2016, 20 January 2017 and 12 January 2018,
respectively, concerning matters related to the establishment of JV
Securities Company initiated by the Company. On 28 December
2018, CSRC officially issued an acceptance letter for its application.
At present, it is still in the review process.

MAJOR ACQUISITION AND DISPOSAL

On 10 April 2020, the Group disposed of its 100% equity interests
in Heilongjiang Small Loan to Shenzhen Fantai Information
Technology Service Co., Ltd., Guangzhou Fake Automation
Technology Holdings Ltd., Guangzhou Linggiu Network Technology
Co., Ltd. and Guangdong Lijun Information Technology Co., Ltd at
a consideration of RMB358.0 million in cash. Upon completion of
the transaction, the Group no longer holds any equity interest in
Heilongjiang Small Loan.
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CHARITABLE DONATIONS

During the year ended 31 December 2020, the Company and
Fumin Bank has made charitable in a total amount of approximately
RMB5.57 million.

AUDIT COMMITTEE

The Audit Committee has reviewed together with the management
and external auditors the accounting principles and policies adopted
by the Group and the audited consolidated financial statements for
the year ended 31 December 2020.

CORPORATE GOVERNANCE

The Company is committed to maintaining high standards of
corporate governance and has steered its development and
protected the interests of its Shareholders in an enlightened and
open manner. As at the date of this report, the Board comprises
two executive Directors, five non-executive Directors and five
independent non-executive Directors. The Board has adopted the
Code Provisions as its corporate governance code.

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and
within the knowledge of the Directors, as at the date of this report,
the Directors confirmed that the Company has maintained the
required public float under the Listing Rules.

AUDITORS

The consolidated financial statements for the year ended
31 December 2020 have been audited by KPMG.

KPMG shall retire in the forthcoming AGM and, being eligible, will
offer themselves for re-appointment. A resolution for the selection
of auditors for 2021 of the Company will be proposed at the
forthcoming AGM.

By order of the Board of

Hanhua Financial Holding Co., Ltd.*
Zhang Guoxiang

Chairman of the Board

31 March 2021

* For identification purpose only
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Report of the Board of Supervisors

REPORT OF THE BOARD OF SUPERVISORS

In 2020, pursuant to the requirements set out in the PRC Company
Law and the Articles of Association, the Board of Supervisors of
the Company has attentively performed its duties and proactively
carried out supervision on the financial activities, internal control,
risk management, lawful operation as well as the performance of
duties by the Board and senior management of the Company, thus
effectively contributing to the optimization of governance of the
Company and to the healthy and sustainable development of the
Company.

PARTICULARS OF THE MAJOR WORKS OF THE
BOARD OF SUPERVISORS

The Board of Supervisors convened meetings of the Board
of Supervisors pursuant to laws and regulations. In 2020, the
Board of Supervisors convened two regular meetings in which the
Board of Supervisors summarized its work throughout the year and
reviewed the interim report, and attended two general meeting and
five Board meetings. The Board of Supervisors has supervised the
general meeting and Board meetings with regard to the legality,
compliance and the procedure of voting thereof. The Board of
Supervisors has also supervised the performance of duties by the
Board and senior management.

The Board of Supervisors endeavored in conducting proper
finance supervision. By focusing on the compilation, verification
and disclosure of regular reports, the Board of Supervisors
communicated with external auditors and auditors on a regular
basis, strengthened the analysis of major issues that may affect
the truthfulness, accuracy and completeness of the financial
reports, timely followed up and gained knowledge of the changes
of regulatory requirements, and provided opinions and suggestions.
In accordance with relevant requirements, the Board of Supervisors
conducted supervision on the selection and appointment of external
auditors and auditors, and oversaw capital management of the
Company, and the management of insiders of inside information.
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Report of the Board of Supervisors

ESgRE

The Board of Supervisors substantially participated in internal
control supervision. The Board of Supervisors regularly debriefed
special reports on the work of internal control and compliance, key
findings and rectification in internal audit and prevention and control
over non-compliance cases, and strengthened supervision on the
internal control formulation and assessment work.

The Board of Supervisors strengthened risk management
supervision. It paid attention to the major risks faced by the
industry and debriefed special reports with regard to the work of
risk management and liquidity risk management and provided timely
opinions and suggestions.

INDEPENDENT OPINIONS OF THE BOARD OF
SUPERVISORS ON RELEVANT MATTERS

Lawful Operation of the Company. During the year ended
31 December 2020, the business activities of the Company
complied with the PRC Company Law and the Articles of
Association, the internal control system was improved, and the
decision-making procedures were lawful and valid. None of the
Directors or senior management of the Company was found to have
violated the relevant laws, regulations or the Articles of Association
or harmed the interests of the Company and the Shareholders.

Authenticity of Financial Report. The financial statements of the
Company for the year ended 31 December 2020 were prepared
in accordance with the HKFRSs and were audited by KPMG in
accordance with Hong Kong Standards on Auditing. The auditor
issued standard unqualified audit report.

Major acquisition and disposal. On 10 April 2020, the Group
disposed of its 100% equity interests in Heilongjiang Small Loan
to Shenzhen Fantai Information Technology Service Co., Ltd.,
Guangzhou Fake Automation Technology Holdings Ltd., Guangzhou
Linggiu Network Technology Co., Ltd. and Guangdong Lijun
Information Technology Co., Ltd at a consideration of RMB358.0
million in cash. Upon completion of the transaction, the Group no
longer holds any equity interest in Heilongjiang Small Loan.

Hanhua Financial Holding Co., Ltd.
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Report of the Board of Supervisors

Internal Control. During the year ended 31 December 2020, the
Company continued to strengthen and optimize its internal control,
and the Board of Supervisors lodged no objections to the Report
on Assessment of Internal Control for 2020.

Implementation of resolutions passed at the general
meeting(s). The Board of Supervisors lodged no objections to
the reports and proposals submitted by the Board to the general
meetings in 2020, and having inspected the execution of the
resolutions of general meetings, concluded that the Board had
duly implemented the relevant resolutions passed at the general
meeting(s).

Opinions on Performance Assessment of Directors,
Supervisors and Senior Management of the Company. During
the year ended 31 December 2020, all Directors, supervisors and
senior management were diligent in duly carrying out their duties
and were evaluated as qualified in the performance assessment.

By order of the Board of Supervisors
Hanhua Financial Holding Co., Ltd.*
Li Ruping

Chairman of the Board of Supervisors

29 March 2021
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Independent Auditor’s Report
B EHRE

Independent auditor’s report
to the shareholders of Hanhua Financial Holding Co., Lid.
(Incorporated in the People’s Republic of China with limited liability)

OPINION

We have audited the consolidated financial statements of Hanhua
Financial Holding Co., Ltd. (“the Company”) and its subsidiaries
(“the Group”) set out on pages 224 to 376, which comprise the
consolidated statement of financial position as at 31 December
2020, the consolidated statement of profit or loss, the consolidated
statement of profit or loss and other comprehensive income, the
consolidated statement of changes in equity and the consolidated
cash flow statement for the year then ended and notes to the
consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and
fair view of the consolidated financial position of the Group as at
31 December 2020 and of its consolidated financial performance
and its consolidated cash flows for the year then ended in
accordance with Hong Kong Financial Reporting Standards
(“‘HKFRSs”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA”) and have been properly prepared in
compliance with the disclosure requirements of the Hong Kong
Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong
Standards on Auditing (“HKSAs”) issued by the HKICPA. Our
responsibilities under those standards are further described in
the Auditor’s responsibilities for the audit of the consolidated
financial statements section of our report. We are independent of
the Group in accordance with the HKICPA’s Code of Ethics for
Professional Accountants (the “Code”) together with any ethical
requirements that are relevant to our audit of the consolidated
financial statements in the People’s Republic of China, and we have
fulfilled our other ethical responsibilities in accordance with these
requirements and the Code. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for
our opinion.
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Independent Auditor’s Report
B EHRE

KEY AUDIT MATTERS AEETEE

BRESETELSBERMOBLZHE.
RMBABUEENBRERBHERAEE
MEE EEEHEOEYHAHTERE
BERETEIUFRERAS S &M
THELEHEEBHEBHER

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the
consolidated financial statements of the current period. These
matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these
matters.

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and
provisions for guarantee losses

FEUBSREATENERRERRENAAEARAEANEREEESAS

Refer to the accounting policies in “Note 1(k)(ii) to the consolidated financial statements: Credit losses from
financial instruments, contract assets and lease receivables”, “Note 1(k)(iii) to the consolidated financial
statements: Credit losses from financial guarantees issued”, and Notes 14, 15, 16, 17 and 28 to the consolidated

financial statements.

EREEHYBERZNE 1K) =M T E &REERENHEEFENEERL K1k &8 BERE

G BB D RARN ZE14, 15, 16, 177128 -

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EEPNAEHZER

Impairments of loans and advances to customers,
trade and other receivables, finance lease receivables
and receivables for factoring business (together as
“loans and receivables measured at amortized
cost”) and the provisions for guarantee losses are
both the subjective areas due to the level of judgement
applied by management in determining allowances and
provisions.

B AT ENENERRBR  BRAER  BK
REFMEKRERER (B AUHBBRRATE
WERREWRRE] REEHENERBEERESHOE
EpRERE -

The Group uses the expected credit loss (“ECL”) model
to calculate the loss allowance in accordance with
HKFRS 9 Financial Instruments (‘HKFRS 9”).
BEEEBREBEEAVGERELENESREF T AR -
FATEHEERER(ECL)ER TR R E L -

Our audit procedures to assess the impairment of
loans and receivables measured at amortized cost and
provisions for guarantee losses included the following:
B 5T DA A K AN 51 2 10 B 3R % IR MR IE R (B R B AR
BEEESHBOETEXNRBREATER:

e assessing the design, implementation and
operating effectiveness of key controls over the
approval, recording and monitoring of loans and
receivables measured at amortized cost and
guarantees, the credit grading process and the
measurement of impairment losses and provisions
for guarantee losses.

e BEMNMAEBENESRKNAFTENERREKFIA
EEM R BEE - DBRRBUKREEBNE
RES(E A& ST IR B R B B4R 1 75 3R 5 7R B0 42
BT AEI TR M
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Independent Auditor’s Report

B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

provisions for guarantee losses (Continued)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EEPNAEHZER

The determination of loss allowances using the
expected credit loss model is subject to a number
of key parameters and assumptions, including the
identification of loss stages, estimates of probability
of default, loss given default, exposures at default
and discount rate, adjustments for forward-looking
information and other adjustment factors. Management
judgment is involved in the selection of those
parameters and the application of the assumptions.
ERANGERERBRAUREEBESNBRER I RIE
THRRZ2EBNEBERNER BEELEERARENMRER
Zo BB X BEHNBRX BREARER FIRE
E2YMtET ARZEEAEERABRRAMARRES
EELEZ2HNEDNNBRNERABEFIREENE
2 B H o

In particular, the determination of the loss allowances
and provisions for guarantee losses is heavily
dependent on the external macro environment and the
Group’s internal credit risk management strategy. The
expected credit losses and provisions for guarantee
losses are derived from estimates including the Group’s
historical losses, internal and external credit grading
and other adjustment factors.

HNER = BR BR 35 AN B & B N EB 15 PR L B PR SR R 4 TR AR
ERABARANBEERANZE -ETHAR2H
MERZEF EREHRNERRERRIBREEFHNE
REEBEEESMEZRNAZRBERLBLRE NEE
PR INEBERFT R R EMAREREE-

e assessing the reliability of the expected credit
loss model used by management in determining
loss allowances, including assessing the
appropriateness of the key parameters and
assumptions in the expected credit loss model,
including the identification of loss stages,
probability of default, loss given default, exposure
at default, discount rate, adjustments for forward-
looking information and other management
adjustments.

e HEEBENHAEEGRMANEHREREL
BREAM2HNAET SEIEEEEARMED
FEREID  BHOME - BHBEX BORRRE-
FHRX AEMLABRKREEERES WAEH
RETSRMEREIEREHEMNSENT:
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Independent Auditor’s Report

KEY AUDIT MATTERS (CONTINUED)

BN ETRE

BRRETEE(A)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and

provisions for guarantee losses (Continued)

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter
BRETEE

How the matter was addressed in our audit

EESPNAEHZER

Management also exercises judgement in determining
the quantum of loss given default based on a range of
factors. These include available remedies for recovery,
the financial situation of the borrower, the recoverable
amount of collateral, the seniority of the claim and
the existence and cooperativeness of other creditors.
The enforceability, timing and means of realisation of
collateral can also have an impact on the recoverable
amount of collateral and, therefore, the amount of
impairment losses and provisions for guarantee losses
as at the end of the reporting period.
FERABREENELAERK EEESERZER
X GUERAZRFBAIREEHE BRANTBEAMAR K
HAYAkEeE REXEIET EAFEHMEEA
REREER ERYEROAIEY BEMNSTAEY
BRERNAIKOeHELEATE EMPEEERRE
KEMREEGNERBEEHSNSHE:

We identified impairment of loans and receivables
measured at amortized cost and the provisions for
guarantee losses as a key audit matter because of
the inherent uncertainty and management judgement
involved and because of their significance to the
financial results of the Group.

R ABE RN AR 5T 8 1) B SR K% JE R TE /Y R (B 2B D
EREEEGEENBEFERES THEEMNA RS K3
EREHE RSEYEEENKENRGELSTE
TE B AR A 888 KRB W IER R
BEBNERBELEGSNBESNABEETEE-

e assessing the completeness and accuracy of
data used for the key parameters in the expected
credit loss model. For key parameters derived
from internal data relating to original loan or
guarantee agreements, we compared the total
balances of the loan list and guarantee list to
assess the accuracy of compilation of the list,
which contain information used by management
to assess impairment losses and provisions
for guarantee losses, with the general ledger
and compared individual loan and guarantee
information, on a sample basis, with the underlying
loan and guarantee agreements and other related
documentation to assess the presentation of the
information in the loan list and in the guarantee list.
For key parameters derived from external data, we
selected samples to inspect the accuracy of such
data by comparing them with public resources;

o HNEEHERBEXRERN2EEABREERD
EERMMERE - HERBERERNOBRER
HER BMEEBERUTHREEFHENERK
ARBERBFNARTHERBEEHFNHER
BRRMES A EAIRETLE EREA KE
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RETHR UFEEEEERTREEMER
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B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

provisions for guarantee losses (Continued)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter
BRETEE

How the matter was addressed in our audit

EEPNAEHZER

for key parameters involving judgement, critically
assessing input parameters by seeking evidence
from external sources and comparing to the
Group’s internal records including historical loss
experience and type of collateral. As part of
these procedures, we challenged the reasons or
modifications to estimates and model parameters,
considered the consistency of management
judgments. We compared the economic factors
used in the models with market information to
assess whether they were aligned with market and
economic development.
HEHPREBAGNRAZE HIETTHRIE
B BRI BESRIERR LHEELAX
KEBRERTXNEANILE ER LB —
B HMAEAFRTEEBHEARRINBAZ
BHRBNUARFMAZRNIESR WEREREM
ERAMHAEBES — R -HMELLERDPERBL
BREETSME TEEESEMISNAREH
ERBIBMT -

for key parameters used in the expected credit
loss model which were derived from system-
generated internal data, assessing the accuracy
of input data by comparing the input data with
original documents on a sample basis. In addition,
we involved our IT specialists to assess the logics
and compilation of the overdue information of
loans for selected samples.
HUEFTHARREEERNBRADER  RFE
BEAERGRABRZHERGERATER
M ABR e EEM o P AN ERR
MERNITIE EREIRANER AT EX
)78 A & AR BN A I 4
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Independent Auditor’s Report
B ETHRE

KEY AUDIT MATTERS (CONTINUED) AEETEE (&)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and
provisions for guarantee losses (Continued)

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter How the matter was addressed in our audit

REETEE EESPNAEHZER

e evaluating the validity of management’s
assessment on whether the credit risk of loans
and receivables measured at amortized cost and
guarantees has, or has not, increased significantly
since initial recognition and whether loans and
receivables measured at amortized cost and
guarantees are credit-impaired on a sample basis.
We analysed the portfolio by industry sector to
select samples in industries more vulnerable to the
current economic situation with reference to other
borrowers with potential increased credit risk. We
checked the overdue information, making enquiries
of the credit managers about the borrowers’
business operations, checking borrowers’ financial
information and researching market information
about borrowers’ businesses

e HEBTEEFENBERUEBRKATENERK
FEWCKRIBMEREERER B IR EREESEH
ELMEHET AR R B A ARENHE S
EEE - BREARESEEEEEERARNENR
REDHERNEGEM -RMERITESHEHUE
R A ET E R E R R BUGRIE M ERETHN
BEXBRIREREYERANITEAREMER
ETE A= F R B A9 18 A AR R BUERCR o FR IR B R
BANER T EFEEBAEENBHEN BEE
RAGRARRMAR MEELEAMBERANK
EIRR BEERANMBERARESHRHIE
RAEBHTHAEE -
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B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

provisions for guarantee losses (Continued)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter
BRETEE

How the matter was addressed in our audit

EEPNAEHZER

for selected samples of loans and receivables
measured at amortized cost and guarantees that
are credit-impaired, evaluating management’s
assessment of the value of any property collateral
held by comparison with market prices based on
the location and use of the property and the prices
of neighbouring properties. We also evaluated
the timing and means of realisation of collateral,
evaluated the forecast cash flows, challenged
the viability of the Group’s recovery plans and
evaluated other credit enhancements that are
integral to the contract terms;
BMEZRERANER - TELEEERRE
BABEMRK AT ENERRERFIBENERELD
BAENEREE -FRHBRET BEEEREN
FEERHAYNEEBEREREAREEMLE A
NMESBEENTHEBRETHER RAEERERE
WEERSRE HMENETERYERNK
MEAR FEEBRAATKERER HEEE
WEKAENFAEEETEE TEEEEER
TE B E M8 TR ©
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KEY AUDIT MATTERS (CONTINUED)

Independent Auditor’s Report

BN ETRE

BRRETEE(A)

Assessing expected credit loss allowance of loans and receivables measured at amortized cost and

provisions for guarantee losses (Continued)

FEUBBEATENERRBERRENAAEARAEGNEREEESGS ()

The Key Audit Matter
BRETEE

How the matter was addressed in our audit

EESPNAEHZER

recalculating the amount of impairment and
provisions for 12 month and life time credit losses
using the expected credit loss model based on the
above parameters and assumptions for a sample
of loans and receivables measured at amortized
cost and guarantee losses where the credit risk of
the loan and guarantee has not, or has, increased
significantly since initial recognition, respectively;
ER B TIE BMEREANARBERELX
REVGRZ T AR AN 8 8 B R R B WFIER
BEEBNERREEEGSOHTEER!T-

evaluating whether the disclosures on impairment
of loans and receivables measured at amortized
cost and provisions for guarantee losses meet
the disclosure requirements in the prevailing
accounting standards.

AT B A B SR K AN 5T 2 A B 3R % B WK IR B R 1B
BNEREEEFESHEBNMBERREMKER

BHABTRHERN O RBER-
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B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

Assessing the fair value of financial instruments

FEERTENRIABE

Refer to the accounting policies in “Note 1(k)(iv) to the consolidated financial statements: Fair value
measurement” and Note 19 to the consolidated financial statements.

FRHE BRI FK) V) 2 A EETBHETHEUARHE19 -

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EEPNAEHZER

The Group’s financial instruments measured at fair
value through profit or loss at 31 December 2020
comprised non-performing asset packages, equity
instruments held for trading, debt instruments held
for trading, private funds and wealth management
products issued by commercial banks.
ESEMN2020F12 A BN AR BEFE A EE 5T
ABHERNEREERREITREER  FMMIEL
THEBNES TR LEESMEERITEITHIE
MEm-

At 31 December 2020 the fair value of the Group’s
financial instruments was RMB2,135.8 million of
which RMB54.6 million and RMB2,081.2 million were
classified under the fair value hierarchy as level 1 and 3
financial instruments respectively.

M2020F12A31E EXEEMIT AN AR BERA
R¥21358B 8T EF DHAE —EBANE=E
RAnBEFAENERIANAABEIIAARE

s —

546B B LM ARK2081.28E T

Our audit procedures to assess the fair value of
financial instruments included the following:
HAEBEEMIANAAEBE HENEFTEXNFEE
AT :

e assessing the design, implementation and
operating effectiveness of management’s key
internal controls over the valuation, independent
price verification, front office/back office
reconciliations and valuation model approval for
financial instruments;

e BEBNIEESEEEMGE BYUBKRRIE AIE
EHRMeRTAGMERVUEHEBEMBRERN
IR MET A R

e assessing the fair values of level 1 financial
instruments, on sample basis, by comparing the
fair values applied by the Group with publicly
available market data;

s EBEA BEEBEEERANAAEBERRD
AR ETHEERM FEE-BRIABER

ENeRITENMGE:
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KEY AUDIT MATTERS (CONTINUED)

BN ETRE

BRRETEE(A)

Assessing the fair value of financial instruments (Continued)

FEERTENRABE (&)

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EESPNAEHZER

The valuations of the Group’s financial instruments use
market data where available. Where such observable
data is not readily available, as in the case of level 3
financial instruments, estimates need to be developed
using valuation models and valuation report, if any,
issued by an independent licensed valuer, which can
involve significant management judgment.
ERENARBEFENSRIANGEERITES
TS EE - EAIERNm AEEER] R JIE
ZSEXRARBEMENERIANBEET AIFER
RAAERENUABIEEENGEMEANGERS
(B )ETHE SETEIREBEBNE AL -

e engaging our internal valuation specialists to
assist us in evaluating the valuation result from
the valuation models used by the Group and the
report issued by an independent licensed valuer
to value certain level 3 financial instruments and
to perform, on a sample basis, independent
valuations of level 3 financial instruments and
compare these valuations with the Group’s
valuations and the independent licensed valuer’'s
report. This included comparing the Group’s
and the independent licensed valuer’s valuation
models with our knowledge of current and
emerging practice, testing inputs to the fair value
calculations and establishing our own parallel
valuation models to perform revaluations;

e HNAXMBEEERNI FTEEEEXHES
WEBEYEEENMEMESENE=ZBRA2AE
B2 eI AMERANGERSE R &
PERN HARBEBRE=ZBRAABEFE
WemTAETBEVGHE UHEBRMNBELZR
HEEEFAEFNBIBEEENTHENGE
ERETLEE - MO EABEEERENEE
FHREMAEEEGEMEGEER S M8
WITERITHEETEZETHEE ASAGENEA
BEARBY FATHEREEITER
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Independent Auditor’s Report

B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

AEERMTENRABE (&)

Assessing the fair value of financial instruments (Continued)

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EESPNAEHZER

The Group has developed its own models to value
certain level 3 financial instruments, which also involves
significant management judgment.
oM EEEEREHBENE-BAAABETENS
MTARZETEARMGERE S48

Pl

We have identified assessing the fair value of financial
instruments as a key audit matter because of the
degree of complexity involved in valuing certain financial
instruments and because of the degree of judgment
exercised by management in determining the inputs
used in the valuation models.
HRERMITARAABENNGS REHENRE AR
R MEEEERNEABRY REIRRE B2
B -HZAKYRMITARAABENTEZNRERE
R

e assessing whether the financial statement
disclosures appropriately reflected the Group’s
exposure to financial instrument valuation risk with
reference to the requirements of the prevailing
accounting standards.

o NEVBmMIRNBBKEESSHSHEG L
WEZRER @ERUTESEEN SR ITAMGKE
e
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Independent Auditor’s Report

KEY AUDIT MATTERS (CONTINUED)

BN ETRE

BRRETEE(A)

Consolidation of structured entities
EBxE

Refer to the accounting policies in “Note 1(d) to the consolidated financial statements: Subsidiaries
and non-controlling interests” and Note 43 to the consolidated financial statements.

FBHE G BIENT1(d) - B8 2 5] R 25 1 i 2k 1Y B ot B LR Y 43

The Key Audit Matter
BRETSEE

How the matter was addressed in our audit

EEPNAEHZER

Structured entities are generally created to achieve
a narrow and well defined objective with restrictions
around their ongoing activities. The Group may acquire
or retain an ownership interest in, or act as a sponsor
to, a structured entity through issuing trust plans and
initiating partnerships.
FEBCIRAEERAERABMARN B NME I
U WEBRENSEANRREERES ERE A6
BBBETEAAENRI VAR EEURERENRE
BamBRE A EEBLEIBRTEZaES-

In determining whether a structured entity is required
to be consolidated by the Group, management is
required to consider the power the Group is able to
exercise over the activities of the entity and the Group’s
exposure to and ability to influence the its own returns
from the entity.

BB ESEEERRZBEBLELIBMAESEES O
HEKN EEETEEZRESEUABCEIBRAEE
HHEANEN UGS REERHEBICTBNE
himEE R # B HRMNIEE -

Our audit procedures to assess the consolidation of
structured entities included the following:
HITESHERLEEE BENEAREARBEAT
B’

e making enquiries of management and inspecting
documents relating to the judgment process over
whether a structured entity is consolidated or not
to assess whether the Group has a robust process
in this regard;

e FMANHEEENRTHEEBHABLEER
BAEMELNHAGBEERNOER UFEBES
ERERIOREREEE

e selecting significant structured entities of each
key product type and performing the following
procedures for each structured entity selected:

s EEXRBIZEREMTEENEABEIRBILY
H#f7 T 5IFAERA:
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B ETHRE

KEY AUDIT MATTERS (CONTINUED)

BRRETEE(A)

Consolidation of structured entities (Continued)

R (&)

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EESPNAEHZER

The factors which management needs to consider
when determining whether a structured entity should
be consolidated or not are not purely quantitative and
need to be considered collectively.

B E R RZEEBLETERMASHBERTAA
EHEER EREREEZRNEARIIFERTLAE
eey FEHEAERE -

As at 31 December 2020, the amount of consolidated
structured entities which the Group had consolidated
was RMB1,269.3 million.

2020512 A31H  MAERBE S HBEMNEBLE
BEFEENEESRBEAAR1,26935& T

— inspecting the related contracts, internal
establishment documents and information
disclosed to the investors to understand
the purpose of the establishment of the
structured entity and the involvement the
Group has with the structured entity and
to assess management’s judgment over
whether the Group has the ability to exercise
power over the structured entity;

- BEHEBEER ABRIBERUARAKESE
BRENEA UEREBLCEBORIAN
NEREEEHABICEZENR2HEEE W
EERERNESEEABILIRESHSR
7 ) )

— inspecting the risk and reward structure of
the structured entity including any capital
or return guarantee, provision of liquidity
support, commission paid and distribution
of the returns to assess management’s
judgment as to exposure, or rights, to
variable returns from the Group’s involvement
in such entity;

- REEBCERYRRERMOYEERT
BREABICEIRBTEENEMENNEE
WEHEHWER RERPUEENZTH-
BEeHNINMRENDEE UFEEERE
HESEALHELEE(CERBOBEREE MR
EREABLCERBORRBO B kY
7 8 ] O] ¥R 0 A2 E P VR A 1

Hanhua Financial Holding Co., Ltd.
RESERPERAH




Independent Auditor’s Report

KEY AUDIT MATTERS (CONTINUED)

BN ETRE

BRRETEE(A)

Consolidation of structured entities (Continued)

R (&)

The Key Audit Matter
BRETSE

How the matter was addressed in our audit

EESPNAEHZER

We identified the consolidation of structured entities
as a key audit matter because it involves significant
management judgment to determine whether a
structured entity is required to be consolidated by the
Group or not and because the impact of consolidating
a structured entity on the consolidated statement of
financial position could be significant.
HREEREBLLIBMAESRENGHERSINE
ENEREAGARBREG AR EIEBHIMBRE
VBT REEAN MMARMBEHERIEEEH
IR ESEE

— inspecting management’s analyses of
the structured entity including qualitative
analyses and calculations of the magnitude
and variability associated with the Group’s
economic interests in the structured entity
to assess management’s judgment over the
Group’s ability to influence its own returns
from the structured entity;

- REEEEHUEBLCIBNIN BEE
I UREEEHEZAABLELEIBOLE
MamtLEMA BN E  UFEER
ERAREEEFZEHEREAEBLERAE
R RE 77

— assessing management’s judgment over
whether the structured entity should be
consolidated or not;

- HNEEREMRLEHEBLEEBAIENH
i

e considering the disclosures in the consolidated
financial statements in relation to structured
entities with reference to the requirements of the
prevailing accounting standards.

o EZEERUBMERIPHELEECEIENEERZEES
He@Egt£ANREZR -
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Independent Auditor’s Report
B BTHRE

INFORMATION OTHER THAN THE CONSOLIDATED
FINANCIAL STATEMENTS AND AUDITOR’S
REPORT THEREON

The directors are responsible for the other information. The other
information comprises all the information included in the annual
reports, other than the consolidated financial statements and our
auditor’s report thereon.

Our opinion on the consolidated financial statements does not cover
the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the consolidated financial
statements, our responsibility is to read the other information and,
in doing so, consider whether the other information is materially
inconsistent with the consolidated financial statements or our
knowledge obtained in the audit or otherwise appears to be
materially misstated.

If, based on the work we have performed, we conclude that there is
a material misstatement of this other information, we are required to
report that fact. We have nothing to report in this regard.

RESPONSIBILITIES OF THE DIRECTORS FOR
THE CONSOLIDATED FINANCIAL STATEMENTS

The directors are responsible for the preparation of the consolidated
financial statements that give a true and fair view in accordance with
HKFRSs issued by the HKICPA and the disclosure requirements of
the Hong Kong Companies Ordinance and for such internal control
as the directors determine is necessary to enable the preparation
of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are
responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the
directors either intend to liquidate the Group or to cease operations,
or have no realistic alternative but to do so.

The directors are assisted by the Audit Committee in discharging
their responsibilities for overseeing the Group’s financial reporting
process.

Hanhua Financial Holding Co., Ltd.
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Independent Auditor’s Report

AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS

Our objectives are to obtain reasonable assurance about whether
the consolidated financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue
an auditor’s report that includes our opinion. This report is made
solely to you, as a body, and for no other purpose. We do not
assume responsibility towards or accept liability to any other person
for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if,
individually or in the aggregate, they could reasonably be expected
to influence the economic decisions of users taken on the basis of
these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise
professional judgement and maintain professional scepticism
throughout the audit. We also:

° Identify and assess the risks of material misstatement of the
consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

e Obtain an understanding of internal control relevant to the
audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Group’s internal control.

BN ETRE

%ﬁﬁﬂi%éﬁ?ﬂ?fﬁiﬁigﬁﬂ’ﬂﬁ
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EERC(EAEEDN) RITHESHE
R—BAHEBRGFERAEER -BHA
EHEENBRESR MRS EEYHE
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REREFLORERE ABERA
HMEEAM -

EZER(EABEFER) RITEHNB
B RMEABRAE  YREFBER
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B BTHRE

AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (CONTINUED)

° Evaluate the appropriateness of accounting policies used
and the reasonableness of accounting estimates and related
disclosures made by the directors.

e  Conclude on the appropriateness of the directors’ use of the
going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt
on the Group’s ability to continue as a going concern. If we
conclude that a material uncertainty exists, we are required to
draw attention in our auditor’s report to the related disclosures
in the consolidated financial statements or, if such disclosures
are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may
cause the Group to cease to continue as a going concern.

° Evaluate the overall presentation, structure and content of the
consolidated financial statements, including the disclosures,
and whether the consolidated financial statements represent
the underlying transactions and events in a manner that
achieves fair presentation.

° Obtain sufficient appropriate audit evidence regarding the
financial information of the entities or business activities within
the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision
and performance of the Group audit. We remain solely
responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other
matters, the planned scope and timing of the audit and significant
audit findings, including any significant deficiencies in internal
control that we identify during our audit.

Hanhua Financial Holding Co., Ltd.
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Independent Auditor’s Report

AUDITOR’S RESPONSIBILITIES FOR THE
AUDIT OF THE CONSOLIDATED FINANCIAL
STATEMENTS (CONTINUED)

We also provide the Audit Committee with a statement that we have
complied with relevant ethical requirements regarding independence
and communicate with them all relationships and other matters
that may reasonably be thought to bear on our independence and,
where applicable, actions taken to eliminate threats or safeguards
applied.

From the matters communicated with the Audit Committee, we
determine those matters that were of most significance in the
audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe
these matters in our auditor’s report unless law or regulation
precludes public disclosure about the matter or when, in extremely
rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences
of doing so would reasonably be expected to outweigh the public
interest benefits of such communication.

The engagement partner on the audit resulting in this independent
auditor’s report is Leung Tat Ming.

Certified Public Accountants
8th Floor, Prince’s Building
10 Chater Road

Central, Hong Kong

31 March 2021
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Consolidated Statement of Profit or Loss

BOtHERR

For the year ended 31 December 2020 o &, =2020F12A31H It F &

(Expressed in Renminbi (“RMB”)’000 unless otherwise indicated) (Fr X Z B EFTEN T BIAA R FLo7R)

2020 2019
20204 20194
Note RMB’000 RMB 000
st AR¥FTT AR T
Guarantee and consulting fee income &R & &0 & WA 565,019 631,540
Guarantee handling expenses BERFEEIL (35,250) (13,593)
Re-guarantee expenses BERER (1,743) (7,217)
Net guarantee and consulting EREEREFRA 528,026 610,730
fee income
Interest and handling fee income FERFEBERA 923,200 1,273,963
Interest and commission expenses FERFEESI M (495,077) (695,113)
Net interest and handling fee income FERFEEFHRA 428,123 578,850
Net fee and interest income FFEERIEWA 2 956,149 1,189,580
Net trading gain R 5 F W a 72,107 927
Net foreign exchange (losses)/gain & FER (120) 90
Other operating income, net Hipdeg FWA 3 125,885 56,276
Operating income EEWA 1,154,021 1,246,873
Share of profits of associates HEE P EBERNRE RS 57,900 56,322
Share of losses of a joint venture HEELHEBERNIRERK - (4,305)
Reversal for guarantee losses o EREEEHRS 28 12,535 5,356
Impairment losses BERBEBXK 4 (197,953) (113,114)
Operating expenses giEY 5(a) (674,160) (756,347)
Other net losses HhE18 558 5(b) (48,943) (12,159)
Profit before taxation i A0 F 8 303,400 422,626
Income tax FriS % 6 (95,415) (129,606)
Profit for the year 7N R 207,985 293,020
Attributable to: HER:
Shareholders of the Company RABRRE 151,096 241,812
Non-controlling interests FESEHIMERE RS 56,889 51,208
Profit for the year IR R HE 207,985 293,020
Earnings per share g E
Basic and diluted (RMB) EXRWE 11 0.03 0.05
(eEEUABARET)

The notes on pages 233 to 376 form part of these financial

statements.

Hanhua Financial Holding Co., Ltd.
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

BtEEREMGESRER

For the year ended 31 December 2020 o & £2020%F12 A31H It FE
(Expressed in RMB’000 unless otherwise indicated) (B X E B A FTig50 - HEBIAARE T LHIR)

2020 2019
20204 20194
Note RMB’000 RMB’000

o4 AREFRT ARETT

Profit for the year 2N E R 207,985 293,020

Other comprehensive income for REHAMERE W

the year (after tax and (BRBERIEHES
reclassification adjustments) DERAER)
ltems that may be reclassified AR EES EE
subsequently to profit or loss B=MIEE
Exchange differences on translation B N B A A 10 1,075 5,000
of financial statements of S MERMIER =58

overseas subsidiaries

Total comprehensive income KEZEAKWEEF 209,060 298,020
for the year

Attributable to: BEBR:
Shareholders of the Company PiN/NE LSS 152,171 246,812
Non-controlling interests FE T2 Il 1 i 2 56,889 51,208
Total comprehensive income KEZFEWEEF 209,060 298,020

for the year

The notes on pages 233 to 376 form part of these financial 52338 £376 8 FT & I 5 # 5K AN Bt 75 R
statements. EHER—EBD o
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Consolidated Statement of Financial Position

SO BRI R

At 31 December 2020 o 72202012 A31H

(Expressed in RMB’000 unless otherwise indicated) (kX & B A Fr1g50 - HEBIAA REF LHIR)

31 December

31 December

2020 2019
20204 20194
128318 128318
Note RMB’000 RMB’000
k23 AR FT AR T
Assets BE
Cash and cash equivalents EEEe 12 1,505,187 1,636,063
Time and restricted bank deposits EAPRFESME A A LM E BRI 13 2,210,591 2,219,522
MELRES
Trade and other receivables JE LS R L A B MR TR 14 1,868,753 1,634,098
Receivables for factoring business FE U AR IR SR IE 15 1,308,466 1,736,035
Loans and advances to customers BERERRBR 16 2,213,553 4,677,458
Finance lease receivables R R ERER 17 108,212 166,232
Financial assets measured at fair value AR BETEARE 19 2,135,825 1,812,528
through profit or loss BRI AZHERZDY
Repossessed assets HKEEE 219,912 302,535
Property, plant and equipment VIR B & 20 1,108,127 1,193,978
Intangible assets mILEE 21 98,888 70,818
Interest in associates REERE B2 22 1,558,844 1,500,299
Goodwill GES 24 9,720 9,720
Deferred tax assets RIEFTIS & E 33(b) 485,324 533,769
Investment properties KEMEE 32,203 33,505
Total assets BEEHAT 14,863,605 17,526,560

The notes on pages 233 to 376 form part of these financial

statements.
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Consolidated Statement of Financial Position

(Expressed in RMB’000 unless otherwise indicated) ( &

SO BRI R

At 31 December 2020 o 7A2020F12 A31H
BMNXESEREIN AT AUARETTYIR)

31 December 31 December

2020 2019
20204 20194

128318 12 A31H

Note RMB’000 RMB’000

HiiE ARETT ARETT

Liabilities aE
Interest-bearing borrowings SHEERK 25 5,162,753 6,006,269
Debts securities issued JE 1~ & 55 26 - 1,471,274
Financial assets sold under EXOECHEE 27 165,847 330,955
repurchase agreement
Deferred income REBETEES 370,969 508,107
Provisions for guarantee losses EREELEES 28 358,624 371,159
Customer pledged deposits FEARES 29 65,220 92,518
Accruals and other payables ng'&ﬁfﬂr‘éﬁm 30 441,349 579,829
Current tax liabilities EHMEHAE 33(a) 168,427 221,249
Lease liabilities HEAE 31 33,478 32,596
Total liabilites ~~~~ &f&&s 6,766,667 | 9,613,956
NET ASSETS FEE 8,096,938 7,912,604
CAPITAL AND RESERVES B #E 34
Share capital % A 4,600,000 4,600,000
Reserves 15 2,793,326 2,636,640
Total equity attributable to 7R 7] B R P AR IR A 7,393,326 7,236,640
shareholders of the Company W
Non-controlling interests MR 35 703,612 675,964
TOTAL EQUITY EEas 8,096,938 7,912,604

The notes on pages 233 to 376 form part of these financial

statements.

5233 H =376 8 T M 5 # B AN BE 75 3R
EH—F Do
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Consolidated Statement of Financial Position

SO BRI R

At 31 December 2020 ¢ 72202012 A31H
(Expressed in RMB’000 unless otherwise indicated) (kX & B A Fr1g50 - HEBIAA REF LHIR)

Approved and authorised for issue by the board of directors on wEEEREENR202143A31H

31 March 2021. I

Name: Zhang Guoxiang Name: Ren Weidong (Company stamp)
Position: Chairman of the Board Position: Chief Financial Officer

REIH EHR REHE
EFeFE BEEOBE

The notes on pages 233 to 376 form part of these financial %2838 £376H T M 518 5K A B 75 3
statements. HEH—FH e
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Consolidated Statement of Changes in Equity
EOtRRERSE R

For the year ended 31 December 2020 o & £2020%F12 A31H It FE
(Expressed in RMB’000 unless otherwise indicated) (B X E B A FTig50 - HEBIAARE T LHIR)

Attributable to equity shareholders of the Company

KRAREREAER
Non-
Share Share Capital  Exchange Surplus General Retained controlling Total
capital premium reserve reserve reserve reserve earnings Subtotal interests equity
PEER - FEHY RRER
B RBEE EA0R FEEZE  BHOR BRER AAENE Nt B &it
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB000 RMB'000 RMB000
ARBFL ARETR ARBFL ARETT  AREFL  ARETT  AREFL  AREFT  AREFZ  AREFZ
Note 34(c) ~ Note 34(d)f) ~ Note 34(c)fi]  Note 34(c)fy) ~ Note 34(a)fii) ~ Note 34(c)fi) Note 35
Watsde)  WEs4ey)  HEsi)  WEsan) B BEsa) Writss
Balance at December 31, 120195123318 7 4,600,000 1,270,924 459,493 404 135,194 303,034 467,591 7,236,640 675964 7,912,604
2019 and January 1, 2020 2020F1B1RHEE
Changes in equity for 2020: 0205 EEE2E
Profit for the year B - - - - - - 151,096 151,096 56,889 207,985
Other comprehensive income EtsAlE - - - 1,075 - - - 1,075 - 1,075
Total comprehensive income GAREA - - - 1,075 - - 151,006 152,171 56,889 209,060
Equity-settled share-based IEREENRD X - - 4515 - - - - 4515 - 4515
payment
Appropriation to surplus reserve  RRUB#AE - - - - 43,903 - (43,903) - - -
Appropriation to general reserve I —KEREAES - - - - - 45,544 (45,544) - - -
Cash dividends paid to BEELE $:53pd - - - - - - - - (29,241) (29,241)
non-controling interests Reke
Balance at 31 December 2020 2020512731R fEAEE 4,600,000 1,270,924 464,008 1,479 179,097 348,578 520240 7,393,326 703,612 8,096,938

The notes on pages 233 to 376 form part of these financial

statements.
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Consolidated Statement of Changes in Equity
EOtRRERE K

For the year ended 31 December 2020 o &, =2020F12A31H It F &

(Expressed in RMB’000 unless otherwise indicated) (kX & B A Fr1g5h - HE B AAREF LHIR)

Attributable to equity shareholders of the Company

ARAREREAER
Non-
Share Share Capital Exchange Surplus General Retained controling Total
capital premium reserve reserve reserve reserve earnings Subtotal interests equity
MR -k i3kl Y1
B RiEE BALNE nEEE YN BREE RHORNE Nt i At
RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000
ANEETT AREFT AREETT ARETT AREFr ARETT AREFr ARETT AREFr ARETL
Noe 4] NoteS40)  Note 34} Note 340 Note S4Hii  Note 34l Note 35
Witsde)  WEs4ey)  HEsi)  WEsHdy) B W) W35
Balance at December 31, W2018F12A31BMBE 4,600,000 1,270,924 447,678 (4,59) 110,567 308,034 250,406 6,978,013 885,848 7,863,861
2018 and January 1, 2019
Changes in equity for 2019: 0195 BERE
Profit for the year beilhe = = = - - - 241,812 241,812 51,208 293,020
Other comprehensive income Bt a ke - - - 5,000 - - - 5,000 - 5,000
Total comprehensive income GAREAT = = = 5,000 = = 241,812 246,812 51,208 298,020
Liquidation of subsidiaries HBAAEE - - - - - - - - (139,707) (139,707)
Equity withraw by #ERRE - - - - - - - - (42,71) (42,71
non-controlling interests BRiRR
Equity-settled share-based payment b# 5 £ 8 Ky 7 % fi - - 13,828 - - - - 13,828 = 13,828
Purchase equity interest from B R RERE - - 2,013 - - - - 2,013) (52,987) (55,000)
non-controling interests Note 18)  (#i£18)
Appropriation to surplus reserve  RRUB#ATE - - - - 24,627 - (24,627) = = =
Cash dividends paid to ARG RS2 - - - - - - = = 25,627) (25,627)
non-controlling interests Reke
Balance at 31 December 2019 2019F12531H {45 4,600,000 1,270,924 459,493 404 135,194 303,034 467,591 7,236,640 675,964 7,912,604

The notes on pages 233 to 376 form part of these financial

statements.
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Consolidated Cash Flow Statement

BHRERER

For the year ended 31 December 2020 o & £2020%F12 A31H It FE
(Expressed in RMB’000 unless otherwise indicated) (B X E B A FTig50 - HEBIAARE T LHIR)

2020 2019
2020%F 20194
Note RMB’000 RMB’000
Bt iE AR¥TT AR¥TFIT
Operating activities RESEE
Cash generated from operations LEEHEEANES 12(b) 2,877,960 2,484,033
PRC income tax paid ST TR R R (99,792) (130,515)
Net cash generated from RETHELHSEHE 2,778,168 2,353,518
operating activities
Investing activities REEH
Proceeds from sale of property, W eI - BE & 734 1,126
plant and equipment R FTIS A
Proceeds from sale of investments W Bl 3% & FT 15 3R 436,011 1,486,122
Dividends received from financial WEIHE I8 & 73 41 15,427 11,155
assets measured at fair value
Payments for the purchase of TNEEME KWEK (15,142) (357,471)
property, plant and equipment B R EHAMIERE
and other non-current assets & EMIA
Payments on other investments ST E MR E R IR (405,203) (1,664,402)
Net cash generated from/ REFEHEE, (FEH) 31,827 (523,470)
(used in) investing activities ReFHE

The notes on pages 233 to 376 form part of these financial

statements.
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Consolidated Cash Flow Statement

EHRERER

For the year ended 31 December 2020 o %2?:2020@12)?31 BIEFE
(Expressed in RMB’000 unless otherwise indicated) ( &

SAEEN BEAAARE T TIR)

2020 2019
2020 20194
Note RMB’000 RMB’000
k3 AR¥FT AEEFT
Financing activities wﬁﬁib
Proceeds from interest-bearing BEFBERKE MRS 12(c) 2,616,994 3,325,761
borrowings
Proceeds from financial assets sold EfNBEeREERINRE 120 - 245,522
under repurchase agreement
Repayment of interest-bearing EEFEERETEXIINEE 120 (3,465,028) (2,980,309)
borrowings
Repayment of debt securities EEEFINRS 12(c) (1,427,167) (1,755,660)
Repurchase of assets with EEELNEEELEMNES 120 (164,197) (165,962)
repurchase agreement
Interest paid EEEFNEZNNERS 12(c) (444,920) (613,907)
Capital element of lease rentals paid THANAERESH RS D 12(c) (25,390) (26,199)
Interest element of lease rentals paid TRMEERSMFE 12(c) (1,802) (3,120)
Purchase of equity interests of B FE1E ) 1 A s Hx ﬁé - (55,000)
subsidiaries from non-controlling
interests
Dividends paid to non-controlling ) FE 2 1) 1 4 2 S T R AR B, (29,241) (25,627)
interests
Repayment of non-controlling’s EEIEER IR R A R = (42,771)
holding equity
Net cash used in financing activites BEZEBEANREFR (2,940,751) __ (2,097,272)
Net decrease in cash and ERESRDFE (130,756) (267,224)
cash equivalents
Cash and cash equivalents at 1A1ERERREEEY 1,636,063 1,908,197
1 January
Effect of foreign exchange HNEEZRSEHTE (120) 90
rate changes
Cash and cash equivalents at 1231 ReRRAEEEY 12(a) 1,505,187 1,636,063

31 December

The notes on pages 233 to 376 form part of these financial
statements.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 ERSHEE

(a) 6 EH

(a) Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”),
accounting principles generally accepted in Hong Kong
and the disclosure requirements of the Hong Kong
Companies Ordinance. These financial statements also
comply with the applicable disclosure provisions of the
Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited. Significant accounting
policies adopted by the Group are disclosed below.

The HKICPA has issued certain amendments to HKFRSs
that are first effective or available for early adoption for
the current accounting period of the Group. Note 1(c)
provides information on any changes in accounting
policies resulting from initial application of these
developments to the extent that they are relevant to the
Group for the current accounting periods reflected in
these financial statements.

% BB MR C R I8 TG A
BB H AR ([EBHE
HEEA )R EERELRE
EETHAAT ([EEGHE
D) A F A A B 7
ERMGHREED EEGH
R ((EBRHER]) R
B EEARGHRAMER
2 B 5 1 &0 52 BB 4R IE © A B A
BENGEEEBERSFA
R 2 8 % k4 B 0 i A 4
Biex-AEEFRMANEX
SHBERNTX -

BREMAGERMEZER
AN B 7% i 2k HA R AR A FT A 1R
AR BRI RERT BB Y
B S R 1) IR T 7
KB E R E & LRI i B
7N 5% 8 B 7 ¥R & P AN B A0 A
SRTHEN S BREMEL
MWEM -
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(b) Basis of preparation of the financial statements

The consolidated financial statements for the year ended
31 December 2020 comprise the Company and its
subsidiaries (together referred to as the “Group”) and the
Group’s interest in associates and a joint venture.

The financial statements are presented in RMB, rounded
to the nearest thousand. It is prepared on the historical
cost basis except for financial instrument classified as
fair value through profit or loss (see Note 1(k)(i)) that are
stated at their fair value and liabilities from guarantees (see
Note 1(r)(i))-

The preparation of financial statements in conformity with
HKFRSs requires management to make judgements,
estimates and assumptions that affect the application
of policies and reported amounts of assets, liabilities,
income and expenses. The estimates and associated
assumptions are based on historical experience and
various other factors that are believed to be reasonable
under the circumstances, the results of which form the
basis of making the judgements about carrying values
of assets and liabilities that are not readily apparent
from other sources. Actual results may differ from these
estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognized in the period in which the estimate is
revised if the revision affects only that period, or in the
period of the revision and future periods if the revision
affects both current and future periods.
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B&

SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(b) Basis of preparation of the financial statements

(c)

(Continued)

Judgements made by management in the application
of HKFRSs that have significant effect on the financial
statements and major sources of estimation uncertainty
are discussed in Note 41.

Changes in accounting policies

The HKICPA has issued the following amendments
to HKFRSs that are the first effective for the current
accounting period of the Group:

o Amendments to HKFRS 3, Definition of a Business

o Amendments to HKFRS 16, Covid-19-Related Rent
Concessions

e  Amendments to HKAS 1 and HKAS 8, Definition of
Material

None of these development have had a material effect
on how the Group’s results and financial position for
the current or prior periods have been prepared or
presented. The Group has not applied any new standard
or interpretation that is not yet effective for the current
accounting period.

BRXE S

BRTIEIN ABRRRAAREFTIIR)

1 EXSHEE (&)

(b)

(c)

MBBEERNEHEE (&)

EREEBRMTEMBRE
ERRIELHEMBERRAE
REENHE AREESH
BA 5t 2R B9 77 a8 51 A B A
BR41 o

B BEED
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16 16 B 1 & )6l &

o H(FAEEGEREIR)
K (& B G ERIFESR)
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BRETPHRHIK2IAEER
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(d) Subsidiaries and non-controlling interests

Subsidiaries are entities controlled by the Group. The
Group controls an entity when it is exposed, or has rights,
to variable returns from its involvement with the entity and
has the ability to affect those returns through its power
over the entity. When assessing whether the Group has
power, only substantive rights (held by the Group and
other parties) are considered.

An investment in a subsidiary is consolidated into the
consolidated financial statements from the date that
control commences until the date that control ceases.
Intra-group balances, transactions and cash flows and
any unrealized profits arising from intra-group transactions
are eliminated in full in preparing the consolidated financial
statements. Unrealized losses resulting from intra-group
transactions are eliminated in the same way as unrealized
gains but only to the extent that there is no evidence of
impairment.

Non-controlling interests represent the equity in a
subsidiary not attributable directly or indirectly to the
Company, and in respect of which the Group has not
agreed any additional terms with the holders of those
interests which would result in the Group as a whole
having a contractual obligation in respect of those
interests that meets the definition of a financial liability.
For each business combination, the Group can elect to
measure any non-controlling interests either at fair value
or at the non-controlling interests’ proportionate share of
the subsidiary’s net identifiable assets.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(d) M B2 7 K FEHMES

(d) Subsidiaries and non-controlling interests

(Continued)

Non-controlling interests are presented in the consolidated
statements of financial position within equity, separately
from equity attributable to the equity holders/shareholders
of the Company. Non-controlling interests in the results of
the Group are presented on the face of the consolidated
statement of profit or loss and the consolidated
statement of profit or loss and other comprehensive
income as an allocation of the total profit or loss and
total comprehensive income for the year between non-
controlling interests and the equity shareholders of the
Company. Loans from holders of non-controlling interests
and other contractual obligations towards these holders
are presented as financial liabilities in the consolidated
statements of financial position in accordance with Note
1(k) depending on the nature of the liability.

Changes in the Group’s interests in a subsidiary that
do not result in a loss of control are accounted for as
equity transactions, whereby adjustments are made to
the amounts of controlling and non-controlling interests
within consolidated equity to reflect the change in relative
interests, but no adjustments are made to goodwill and
no gain or loss is recognized.

When the Group loses control of a subsidiary, it is
accounted for as a disposal of the entire interest in that
subsidiary, with a resulting gain or loss being recognized
in profit or loss. Any interest retained in that former
subsidiary at the date when control is lost is recognized
at fair value and this amount is regarded as the fair value
on initial recognition of a financial asset (see Note 1(k))
or, when appropriate, the cost on initial recognition of an
investment in an associate or joint venture (see Note 1(g)).
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) ( B

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(d) Subsidiaries and non-controlling interests

(e)

(Continued)

In the Company’s statement of financial position,
an investment in a subsidiary is stated at cost less
impairment losses (see Note 1(n)(i), unless the investment
is classified as held for sale (or included in a disposal
group that is classified as held for sale).

Associates and joint ventures

An associate is an entity in which the Company has
significant influence, but not control or joint control, over
its management, including participation in the financial
and operating policy decisions.

A joint venture is an arrangement whereby the Company
and other parties contractually agree to share control of
the arrangement, and have rights to the net assets of the
arrangement.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(e) Associates and joint ventures (Continued) (e) BHELATREEDLE (#F)

An investment in an associate or a joint venture is
accounted for in the financial statements under the
equity method, unless it is classified as held for sale (or
included in a disposal group that is classified as held
for sale). Under the equity method, the investment is
initially recorded at cost, adjusted for any excess of the
Group’s share of the acquisition-date fair values of the
investee’s identifiable net assets over the cost of the
investment (if any). Thereafter, the investment is adjusted
for the post acquisition change in the Group’s share of
the investee’s net assets and any impairment loss relating
to the investment (see Notes 1(f) and 1(n)(i)). At each
reporting date, the Group assesses whether there is any
objective evidence that the investment is impaired. Any
acquisition-date excess over cost, the Group’s share of
the post-acquisition, post-tax results of the investees
and any impairment losses for the year are recognized in
the consolidated statement of profit or loss, whereas the
Group’s share of the post-acquisition post-tax items of
the investees’ other comprehensive income is recognized
in the consolidated statement of profit or loss and other
comprehensive income.

When the Group’s share of losses exceeds its interest
in the associate or the joint venture, the Group’s interest
is reduced to nil and recognition of further losses is
discontinued except to the extent that the Group has
incurred legal or constructive obligations or made
payments on behalf of the investee. For this purpose, the
Group’s interest is the carrying amount of the investment
under the equity method together with the Group’s long-
term interests that in substance form part of the Group’s
net investment in the associate or the joint venture.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(e) Associates and joint ventures (Continued)

(f)

Unrealized profits and losses resulting from transactions
between the Group and its associates and joint venture
are eliminated to the extent of the Group’s interest in the
investee, except where unrealized losses provide evidence
of an impairment of the asset transferred, in which case
they are recognized immediately in profit or loss.

If an investment in an associate becomes an investment
in a joint venture or vice versa, retained interest is not
remeasured. Instead, the investment continues to be
accounted for under the equity method.

In all other cases, when the Group ceases to have
significant influence over an associate or joint control
over a joint venture, it is accounted for as a disposal of
the entire interest in that investee, with a resulting gain or
loss being recognized in statement of profit or loss. Any
interest retained in that former investee at the date when
significant influence or joint control is lost is recognized at
fair value and this amount is regarded as the fair value on
initial recognition of a financial asset (see Note 1(K)).

Goodwill
Goodwill represents the excess of

(i)  the aggregate of the fair value of the consideration
transferred, the amount of any noncontrolling interest
in the acquiree and the fair value of the Group’s
previously held equity interest in the acquiree; over

(i)  the net fair value of the acquiree’s identifiable assets
and liabilities measured as at the acquisition date.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(f)

(9)

Goodwill (Continued)

When (i) is greater than (i), then this excess is recognized
immediately in profit or loss as a gain on a bargain
purchase.

Goodwill is stated at cost less accumulated impairment
losses. Goodwill arising on a business combination is
allocated to each cash-generating unit, or groups of cash
generating units, that is expected to benefit from the
synergies of the combination and is tested annually for
impairment (see Note 1(n) (ii)).

On disposal of a cash generating unit during the year, any
attributable amount of purchased goodwill is included in
the calculation of the profit or loss on disposal.

Investment property

Investment properties are land and/or buildings which are
owned or held under a leasehold interest (see Note 1(j)) to
earn rental income and/or for capital appreciation. These
include land held for a currently undetermined future use
and property that is being constructed or developed for
future use as investment property.

Investment properties are stated at cost less accumulated
depreciation and any impairment losses. Depreciation is
calculated on the straight-line basis to write off the cost
of investment properties to its residual value over its
estimated useful life, i.e. 26 years. Rental income from
investment properties is accounted for as described in
Note 1(s)(iii).
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(h) Other property, plant and equipment

Property, plant and equipment are stated at cost less
accumulated depreciation and impairment losses (see
Note 1(n)(ii).

The cost of self-constructed items of property, plant and
equipment includes the cost of materials, direct labor and
borrowing costs.

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net disposal proceeds and
the carrying amount of the item and are recognized in the
statement of profit or loss on the date of retirement or
disposal.

Depreciation is calculated to write off the cost of items
of property, plant and equipment, less their estimated
residual value, if any, using the straight-line method over
their estimated useful lives as follows:

Estimated useful lives

Buildings held for use 30 - 35 years
Motor vehicles 5 years
Office and other equipment 5 years
Leasehold improvements 1 -5 years

Where parts of an item of property, plant and equipment
have different useful lives, the cost is allocated on a
reasonable basis between the parts and each part is
depreciated separately. Both the useful life of an asset
and its residual value, if any, are reviewed annually.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(i)

1)

Intangible assets (other than goodwill)

Intangible assets that are acquired by the Group are
stated at cost less accumulated amortization (where the
estimated useful life is finite) and impairment losses (see
Note 1(n)(ii)). Expenditure on internally generated goodwill
and brands is recognized as an expense in the period in
which it is incurred.

Amortization of intangible assets with finite useful lives is
charged to the statement of profit or loss on a straight-
line basis over the assets’ estimated useful lives. The
following intangible assets with finite useful lives are
amortized from the date they are available for use and
their estimated useful lives are as follows:

Estimated useful lives

Software 2 —10 years
Both the period and method of amortization are reviewed
annually.

Leased assets

At inception of a contract, the Group assesses whether
the contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the right to
control the use of an identified asset for a period of time
in exchange for consideration. Control is conveyed where
the customer has both the right to direct the use of
the identified asset and to obtain substantially all of the
economic benefits from that use.

1 EXSHEE (&)

(i)

)]

BREE (BERMD)

HASEEBEANELEERK
KB ERFHHE (MG A
FHAEAR)REERMBEEX
(R M FE(n)(0i) ) B 5 BR - W &6
EENHERRERIIRE
SHAERAEEBA-

ARFHERNETLEENE
IR E E M EE AR F BN
EREFFABER-UTAR
AERFERNBETEERD A H#
ERBEHEETEE mMA
AERFEHET

B EAFR

EN s 2—10%
BRI FHELE
#% o

HEEE

EERMARE AEEFES
AEteHEARXEREH
ENR-—EARRKATHER
HEILESES —ES 5
BE-BERAERE Q&
ERAEHEARKBEHEE-
EEFRBERERERZEE
NERKTESELZLAAR
BRSO BERT EREES
i

Annual Report 2020
“BoBEFR

243



244

Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) ( B

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

() Leased assets (Continued)

(i)

As a lessee

Where the contract contains lease components and
non-lease components, the Group has elected not
to separate non-lease components and accounts
for each lease component and any associated non-
lease components as a single lease component for
all leases.

At the lease commencement date, the Group
recognises a right-of-use asset and a lease liability,
except for short-term leases that have a lease term
of 12 months or less and leases of low-value assets.
When the Group enters into a lease in respect of
a low-value asset, the Group decides whether to
capitalise the lease on a lease-by-lease basis. The
lease payments associated with those leases which
are not capitalised are recognized as an expense on
a systematic basis over the lease term.

Where the lease is capitalised, the lease liability is
initially recognized at the present value of the lease
payments payable over the lease term, discounted
using the interest rate implicit in the lease or, if that
rate cannot be readily determined, using a relevant
incremental borrowing rate. After initial recognition,
the lease liability is measured at amortised cost and
interest expense is calculated using the effective
interest method. Variable lease payments that do
not depend on an index or rate are not included in
the measurement of the lease liability and hence are
charged to profit or loss in the accounting period in
which they are incurred.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXSEHE(£)
(CONTINUED)
(i) Leased assets (Continued) () HEEE (&)
(i) As alessee (Continued) (i) fFREBEA(E)

The right-of-use asset recognized when a lease
is capitalised is initially measured at cost, which
comprises the initial amount of the lease liability
plus any lease payments made at or before the
commencement date, and any initial direct costs
incurred. Where applicable, the cost of the right-
of-use assets also includes an estimate of costs to
dismantle and remove the underlying asset or to
restore the underlying asset or the site on which it
is located, discounted to their present value, less
any lease incentives received. The right-of-use asset
is subsequently stated at cost less accumulated
depreciation and impairment losses (see Notes 1(h)
and 1(n)(ii)).

The lease liability is remeasured when there is a
change in future lease payments arising from a
change in an index or rate, or there is a change in
the Group’s estimate of the amount expected to
be payable under a residual value guarantee, or
there is a change arising from the reassessment
of whether the Group will be reasonably certain to
exercise a purchase, extension or termination option.
When the lease liability is remeasured in this way, a
corresponding adjustment is made to the carrying
amount of the right-of-use asset, or is recorded in
profit or loss if the carrying amount of the right-of-
use asset has been reduced to zero.

HEEARRERNER
BEEVBERKAGT=E
ErapiEHEaEnyn
SN EEERHBH 2
B 1E B B9 1 ] 7 & 5 30
VAR EE & By (R fm] 91 88 B #2
AR -EEANERLT  E
AEEENKAEREIR
B F0#% Br AE BE & EE Sk Ik 18
HEEEXEMEME K
A E - 3R RHIRE
BEFMBHERB  -FH
BEERKARREZFH
EMBEEXYNT (R
1) F1 (n)(ii) ) °

EREBENEZEHCR
KEEMNREEZ(C X
SEHRBKEERERTE
AAENEENMGE R LS
o HEEEROEH
A B ECR R E R E
EEtR BEFTERE
BE-SEHAERET
ERE THNRILEER
B-AEETAEHGTE
HEaER HERAESR
2 Y I [ (B 5 # 17 18 /& 38
B EREEEMNKRTE
BRATH FFABZS-

Annual Report 2020
“BoBEFR

245



246

Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) ( B

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

() Leased assets (Continued)

(i)

As a lessee (Continued)

The lease liability is also remeasured when there is a
change in the scope of a lease or the consideration
for a lease that is not originally provided for in the
lease contract (“lease modification”) that is not
accounted for as a separate lease. In this case the
lease liability is remeasured based on the revised
lease payments and lease term using a revised
discount rate at the effective date of the modification.
The only exceptions are any rent concessions which
arose as a direct consequence of the COVID-19
pandemic and which satisfied the conditions set out
in paragraph 46B of HKFRS 16, Leases. In such
cases, the Group took advantage of the practical
expedient set out in paragraph 46A of HKFRS 16
and recognized the change in consideration as if it
were not a lease modification.

In the consolidated statement of financial position,
the current portion of long-term lease liabilities is
determined as the present value of contractual
payments that are due to be settled within twelve
months after the reporting period.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(i) Leased assets (Continued) () HEEE (&)

(i) FERHBEAKX

(ii) As a lessor

When the Group acts as a lessor, it determines at
lease inception whether each lease is a finance
lease or an operating lease. A lease is classified
as a finance lease if it transfers substantially all the
risks and rewards incidental to the ownership of
an underlying assets to the lessee. If this is not the
case, the lease is classified as an operating lease.

When a contract contains lease and non-lease
components, the Group allocates the consideration
in the contract to each component on a relative
stand-alone selling price basis. The rental income
from operating leases is recognized in accordance
with Note 1(s)(ii).

When the Group is an intermediate lessor, the sub-
leases are classified as a finance lease or as an
operating lease with reference to the right-of-use
asset arising from the head lease. If the head lease
is a short-term lease to which the Group applies the
exemption described in Note 1(j)(i), then the Group
classifies the sub-lease as an operating lease.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments

(i)

Recognition and measurement of financial
assets and liabilities

A financial asset or financial liability is recognized
in the statements of financial position when the
Group becomes a party to the contractual provisions
of a financial instrument. The investments are
initially stated at fair value plus directly attributable
transaction costs, except for those investments
measured at FVTPL for which transaction costs
are recognized directly in profit or loss. For an
explanation of how the Group determines fair
value of financial instruments, see Note 37. These
investments are subsequently accounted for as
follows, depending on their classification.

Investments other than equity investments

Non-equity investments held by the Group are
classified into one of the following measurement
categories:

° amortised cost, if the investment is held for
the collection of contractual cash flows which
represent solely payments of principal and
interest. Interest income from the investment is
calculated using the effective interest method
(see Note 1(s)(ii)).
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXSHBE (&)
(CONTINUED)
(k) R IT A (&)

(k) Financial instruments (Continued)

() Recognition and measurement of financial () cREEREENERN
assets and liabilities (Continued) = (4F)

Investments other than equity investments RIBIRE LS 18 &
(Continued) (#%&)

fair value through other comprehensive income
(FVOCI) - recycling, if the contractual cash flows
of the investment comprise solely payments
of principal and interest and the investment is
held within a business model whose objective
is achieved by both the collection of contractual
cash flows and sale. Changes in fair value are
recognized in other comprehensive income,
except for the recognition in profit or loss
of expected credit losses, interest income
(calculated using the effective interest method)
and foreign exchange gains and losses. When
the investment is derecognized, the amount
accumulated in other comprehensive income is
recycled from equity to profit or loss.

fair value through profit or loss (FVTPL) if the
investment does not meet the criteria for
being measured at amortised cost or FVOCI
(recycling). Changes in the fair value of the
investment (including interest) are recognized in
profit or loss.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(i)

Recognition and measurement of financial
assets and liabilities (Continued)

Equity investments

An investment in equity securities is classified as
FVTPL unless the equity investment is not held for
trading purposes and on initial recognition of the
investment the Group makes an election to designate
the investment at FVOCI (non-recycling) such that
subsequent changes in fair value are recognized in
other comprehensive income. Such elections are
made on an instrument-by-instrument basis, but may
only be made if the investment meets the definition
of equity from the issuer’s perspective. Where such
an election is made, the amount accumulated in
other comprehensive income remains in the fair
value reserve (non-recycling) until the investment
is disposed of. At the time of disposal, the amount
accumulated in the fair value reserve (non-recycling)
is transferred to retained earnings. It is not recycled
through profit or loss. Dividends from an investment
in equity securities, irrespective of whether classified
as at FVTPL or FVOCI, are recognized in profit or
loss.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)

(CONTINUED)

(k) R IT A (&)

(k) Financial instruments (Continued)

(i) EMIE GHNEERE

(ii) Credit losses from financial instruments,

contract assets and lease receivables
The Group recognises a loss allowance for expected

credit losses (ECLs) on the following items:

- financial assets measured at amortised
cost (including cash and cash equivalents,
receivables for factoring business, loans and
advances to customers);

— finance lease receivables;

- receivables for default receivables; and

— financial guarantee contracts issued.

Financial assets measured at fair value, including
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equity instrument and debt instrument are not E PEEIAMNEGER
subject to the ECL assessment. TH T~FECLFFfh -
Measurement of ECLs ECLEFTE

ECLs are a probability-weighted estimate of credit
losses. Credit losses are measured as the present
value of all expected cash shortfalls (i.e. the
difference between the cash flows due to the Group
in accordance with the contract and the cash flows
that the Group expects to receive).
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(ii) Credit losses from financial instruments,

contract assets and lease receivables
(Continued)

Measurement of ECLs (Continued)

The expected cash shortfalls are discounted using
the following discount rates where the effect of
discounting is material:

—  fixed-rate financial assets, and trade and other
receivables: effective interest rate determined at
initial recognition or an approximation thereof;

— variable-rate financial assets: current effective
interest rate;

- lease receivables: discount rate used in the
measurement of the lease receivable;

The maximum period considered when estimating
ECLs is the maximum contractual period over which
the Group is exposed to credit risk.

In measuring ECLs, the Group takes into account
reasonable and supportable information that is
available without undue cost or effort. This includes
information about past events, current conditions
and forecasts of future economic conditions.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(k) R IT A (&)

(k) Financial instruments (Continued)

(i) EMIE GHNEERE

(ii) Credit losses from financial instruments,

contract assets and lease receivables
(Continued)

Measurement of ECLs (Continued)
ECLs are measured on either of the following bases:

— 12-month ECLs: these are losses that are
expected to result from possible default events
within the 12 months after the reporting date;
and

— lifetime ECLs: these are losses that are
expected to result from all possible default
events over the expected lives of the items to
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(4&)

ECLiTE (#&)
TEATE—ER ERE:

- KRXK12f8 A ATEHE
RBEX:EERE
FEHEBBRI2(EA
NATREZELEMBOE
fFE R R IR K M

- BEAFEHBEHAEH
BR:EEREHMH
ECLER @R N HER

which the ECL model applies. WTEH T & B AR AT
B BN EHEEH

B K-
Loss allowances for trade receivables, lease FE W R IE - R R & IR
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at an amount equal to lifetime ECLs. ECLs on these EUNERBEGTEHES
financial assets are estimated using a provision FHRERNESETE &

matrix based on the Group’s historical credit loss
experience, adjusted for factors that are specific to
the debtors and an assessment of both the current
and forecast general economic conditions at the
reporting date.
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(ii) Credit losses from financial instruments,

contract assets and lease receivables
(Continued)

Measurement of ECLs (Continued)

For all other financial instruments, the Group
recognises a loss allowance equal to 12-month
ECLs unless there has been a significant increase
in credit risk of the financial instrument since initial
recognition, in which case the loss allowance is
measured at an amount equal to lifetime ECLs.

Significant increases in credit risk

In assessing whether the credit risk of a financial
instrument (including a loan commitment) has
increased significantly since initial recognition, the
Group compares the risk of default occurring on the
financial instrument assessed at the reporting date
with that assessed at the date of initial recognition.
In making this reassessment, the Group considers
that a default event occurs when (i) the borrower is
unlikely to pay its credit obligations to the Group in
full, without recourse by the Group to actions such
as realising security (if any is held); or (i) the financial
asset is 90 days past due. The Group considers
both quantitative and qualitative information that
is reasonable and supportable, including historical
experience and forward-looking information that is
available without undue cost or effort.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)

(CONTINUED)

(k) R IT A (&)

(k) Financial instruments (Continued)

(ii) Credit losses from financial instruments, (i) EMIE GHRNEERE
contract assets and lease receivables WHERENEREX
(Continued) (%)

Significant increases in credit risk (Continued)

In particular, the following information is taken into
account when assessing whether credit risk has
increased significantly since initial recognition:

—  failure to make payments of principal or interest
on their contractually due dates;

1=/ a8 =1 0 (4B
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REERARREEBER
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- an actual or expected significant deterioration in - ZBMIAEMNIINIHHA
a financial instrument’s external or internal credit BEEATER(WRAE)

rating (if available);
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- an actual or expected significant deterioration in - EBANKEERE
the operating results of the debtor; and B TEEEE SR

LA K
- existing or forecast changes in the - HEBABTHAESE
technological, market, economic or legal EBHENELSE

environment that have a significant adverse
effect on the debtor’s ability to meet its
obligation to the Group.

Depending on the nature of the financial instruments,
the assessment of a significant increase in credit
risk is performed on either an individual basis or a
collective basis. When the assessment is performed
on a collective basis, the financial instruments are
grouped based on shared credit risk characteristics,
such as past due status and credit risk ratings.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES

(CONTINUED)

(k) Financial instruments (Continued)

(ii) Credit losses from financial instruments,

contract assets and lease receivables
(Continued)

Significant increases in credit risk (Continued)

ECLs are remeasured at each reporting date to
reflect changes in the financial instrument’s credit
risk since initial recognition. Any change in the
ECL amount is recognized as an impairment gain
or loss in profit or loss. The Group recognises an
impairment gain or loss for all financial instruments
with a corresponding adjustment to their carrying
amount through a loss allowance account, except
for investments in debt securities that are measured
at FVOCI (recycling), for which the loss allowance
is recognized in other comprehensive income and
accumulated in the fair value reserve (recycling).

Basis of calculation of interest income

Interest income recognized in accordance with Note
1(s)(ii) is calculated based on the gross carrying
amount of the financial asset unless the financial
asset is credit-impaired, in which case interest
income is calculated based on the amortised cost
(i.e. the gross carrying amount less loss allowance)
of the financial asset.

At each reporting date, the Group assesses whether
a financial asset is credit-impaired. A financial asset
is credit-impaired when one or more events that
have a detrimental impact on the estimated future
cash flows of the financial asset have occurred.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(i)

Credit losses from financial instruments,
contract assets and lease receivables
(Continued)

Basis of calculation of interest income (Continued)

Evidence that a financial asset is credit-impaired
includes the following observable events:

significant financial difficulties of the debtor;

- a breach of contract, such as a default or
delinquency in interest or principal payments;

— it becoming probable that the borrower
will enter into bankruptcy or other financial
reorganisation;

— significant changes in the technological, market,
economic or legal environment that have an
adverse effect on the debtor; or

— the disappearance of an active market for a
security because of financial difficulties of the
issuer.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(i)

(iii)

Credit losses from financial instruments,
contract assets and lease receivables
(Continued)

Write-off policy

The gross carrying amount of a financial asset is
written off (either partially or in full) to the extent
that there is no realistic prospect of recovery. This
is generally the case when the Group determines
that the debtor does not have assets or sources of
income that could generate sufficient cash flows to
repay the amounts subject to the write-off.

Subsequent recoveries of an asset that was
previously written off are recognized as a reversal of
impairment in profit or loss in the period in which the
recovery occurs.

Credit losses from financial guarantees
issued

Financial guarantees are contracts that require the
issuer (i.e. the guarantor) to make specified payments
to reimburse the beneficiary of the guarantee (the
“holder”) for a loss the holder incurs because a
specified debtor fails to make payment when due in
accordance with the terms of a debt instrument.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(k) R IT A (&)

(k) Financial instruments (Continued)

(i) HITHBRERERNER

(iii) Credit losses from financial guarantees

issued (Continued)

Financial guarantees issued are initially recognized
within “deferred income” at fair value, which is
determined by reference to fees charged in an
arm’s length transaction for similar services, when
such information is obtainable, or to interest rate
differentials, by comparing the actual rates charged
by lenders when the guarantee is made available
with the estimated rates that lenders would have
charged, had the guarantees not been available,
where reliable estimates of such information can be
made. Where consideration is received or receivable
for the issuance of the guarantee, the consideration
is recognized in accordance with the Group'’s policies
applicable to that category of asset. Where no such
consideration is received or receivable, an immediate
expense is recognized in profit or loss.

Subsequent to initial recognition, the amount initially
recognized as deferred income is amortized in profit
or loss over the term of the guarantee as income
from financial guarantees issued (see Note 1(s)(i)).

The Group monitors the risk that the specified
debtor will default on the contract and recognises
a provision when ECLs on the financial guarantees
are determined to be higher than the amount carried
in “deferred income” in respect of the guarantees
(i.e. the amount initially recognized, less accumulated
amortisation).
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES

(CONTINUED)

(k) Financial instruments (Continued)

(iii) Credit losses from financial guarantees

issued (Continued)

To determine ECLs, the Group considers changes
in the risk of default of the specified debtor since
the issuance of the guarantee. A 12-month ECL is
measured unless the risk that the specified debtor
will default has increased significantly since the
guarantee is issued, in which case a lifetime ECL is
measured. The same definition of default and the
same assessment of significant increase in credit risk
as described in Note 1(K)(ii) apply.

As the Group is required to make payments only
in the event of a default by the specified debtor in
accordance with the terms of the instrument that
is guaranteed, an ECL is estimated based on the
expected payments to reimburse the holder for a
credit loss that it incurs less any amount that the
Group expects to receive from the holder of the
guarantee, the specified debtor or any other party.
The amount is then discounted using the current
risk-free rate adjusted for risks specific to the cash
flows.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)

(k) R IT A (&)

(k) Financial instruments (Continued)

(iv) 2REETE

(iv) Fair value measurement

If there is an active market for a financial asset
or financial liability, the quoted price in the active
market without adjusting for transaction costs that
may be incurred upon future disposal or settlement
is used to establish the fair value of the financial
asset or financial liability. For a financial asset held
or a financial liability to be assumed, the quoted
price is the current bid price. For a financial asset
to be acquired or a financial liability assumed, it is
the current asking price. The quoted prices from an
active market are prices that are readily and regularly
available from an exchange, broker, industry group
or pricing service agency, and represent actual and
regularly occurring market transactions on an arm’s
length basis.

If no active market exists for a financial instrument, a
valuation technique is used to establish the fair value.
Valuation techniques include using recent arm’s
length market transactions between knowledgeable,
willing parties; reference to the current fair value of
another instrument that is substantially the same;
discounted cash flow analysis and option pricing
models. Where discounted cash flow technique is
used, future cash flows are estimated based on
management’s best estimates and the discount
rate used is the prevailing market rate applicable for
instrument with similar terms and conditions at the
end of each reporting period. Where other pricing
models are used, inputs are based on market data at
the end of each reporting period.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(k) Financial instruments (Continued)

(iv) Fair value measurement (Continued)

(v)

In estimating the fair value of a financial asset and
financial liability, the Group considers all factors
including, but not limited to, risk-free interest rate,
credit risk, foreign exchange rate and market
volatility, that are likely to affect the fair value of the
financial asset and financial liability.

The Group obtains market data from the same
market where the financial instrument was originated
or purchased.

Interim financial reporting and impairment

Under the Rules Governing the Listing of Securities
on the Stock Exchange of Hong Kong Limited, the
Group is required to prepare an interim financial
report in compliance with HKAS 34, Interim financial
reporting, in respect of the first six months of the
financial year. At the end of the interim period,
the Group applies the same impairment testing,
recognition, and reversal criteria as it would at the
end of the financial year (see Notes 1(K)(ii) and (iii)
and 1(n)(i) and (ii)).

Impairment losses recognized in an interim period in
respect of goodwill are not reversed in a subsequent
period. This is the case even if no loss, or a
smaller loss, would have been recognized had the
impairment been assessed only at the end of the
financial year to which the interim period relates.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

U]

(m)

(n)

Interest-bearing borrowings

Interest-bearing borrowings are measured initially at
fair value less transaction costs. Subsequent to initial
recognition, interest-bearing borrowings are stated at
amortized cost using the effective interest method.
Interest expense is recognized in accordance with the
Group’s accounting policy for borrowing costs (see Note

1(t).

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and
on hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments
that are readily convertible into known amounts of cash
and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at
acquisition. Cash and cash equivalents are assessed for
ECL in accordance with the policy set out in Note 1(k(ii).

Impairment of non-financial assets

(i) Impairment of investments in subsidiaries,
associates and joint venture

Investments in subsidiaries, associates and joint
venture are reviewed at the end of each reporting
period to determine whether there is objective
evidence of impairment. Objective evidence of
impairment includes observable data that comes
to the attention of the Group about one or more
of the loss events in Note 1(k)(i). When any such
evidence exists, the impairment loss is measured by
comparing the recoverable amount of the investment
with its carrying amount in accordance with Note
1(d) and Note 1(e). The impairment loss is reversed if
there has been a favorable change in the estimates
used to determine the recoverable amount in
accordance with Note 1(n)(ii).
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(n) Impairment of non-financial assets (Continued)

(i)

Impairment of other assets

Internal and external sources of information are
reviewed at the end of each reporting period to
identify indications that the following assets may
be impaired or, except in the case of goodwill, an
impairment loss previously recognized no longer
exists or may have decreased:

—  Property, plant and equipment, including right-
of-use assets;

- Intangible assets; and
- Goodwill

If any such indication exists, the asset’s recoverable
amount is estimated. In addition, for goodwill,
intangible assets that are not yet available for use
and intangible assets that have indefinite useful
lives, the recoverable amount is estimated annually
whether or not there is any indication of impairment.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)
(CONTINUED)
(n) kFTMEERE (&)

(n) Impairment of non-financial assets (Continued)

(ii) Impairment of other assets (Continued) (i) HttEERRE (&)

— Calculation of recoverable amount

The recoverable amount of an asset is the greater
of its fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash
flows are discounted to their present value using a
pre-tax discount rate that reflects current market
assessments of the time value of money and the
risks specific to the asset. Where an asset does
not generate cash inflows largely independent of
those from other assets, the recoverable amount
is determined for the smallest group of assets that
generates cash inflows independently (i.e. a cash-
generating unit).

—  Recognition of impairment losses

An impairment loss is recognized in the statement
of profit or loss if the carrying amount of an asset,
or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment losses
recognized in respect of cash-generating units are
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1

SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(n) Impairment of non-financial assets (Continued)

(i)

Impairment of other assets (Continued)
—  Reversals of impairment losses

In respect of assets other than goodwill, an
impairment loss is reversed if there has been
a favourable change in the estimates used to
determine the recoverable amount. An impairment
loss in respect of goodwill is not reversed.

A reversal of an impairment loss is limited to the
asset’s carrying amount that would have been
determined had no impairment loss been recognized
in prior years. Reversals of impairment losses are
credited to the statement of profit or loss in the year
in which the reversals are recognized.

(o) Employee benefits

(i)

Short term employee benefits and
contributions to defined contribution
retirement plans

Salaries, annual bonuses, paid annual leave and
defined contribution the Group makes pursuant to
the relevant laws and regulations of the PRC are
accrued in the year in which the associated services
are rendered by employees. Where payment or
settlement is deferred and the effect would be
material, these amounts are stated at their present
values.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(o) Employee benefits (Continued)

(i)

(i)

Short term employee benefits and
contributions to defined contribution
retirement plans (Continued)

Pursuant to the relevant laws and regulations of
the PRC, the Group’s subsidiaries in the PRC have
joined defined contributions for the employees,
such as basic pension scheme, housing fund, basic
medical insurance, unemployment insurance, injury
insurance and maternity insurance. The Group makes
contributions to the above mentioned schemes at
the applicable rates based on the amounts stipulated
by the government organization. The contributions
are charged to the statement of profit or loss on an
accrual basis.

Share-based payments

The fair value of share awards granted to employees
is recognized as an employee cost with a
corresponding increase in a capital reserve within
equity. The fair value is measured at grant date
using the Cox-Ross-Rubinstein Binomial Pricing
model, taking into account the terms and conditions
upon which the awards were granted. Where the
employees have to meet vesting conditions before
becoming unconditionally entitled to the awards, the
total estimated fair value of the awards is spread
over the vesting period, taking into account the
probability that the awards will vest.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1

SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(o) Employee benefits (Continued)

(i)

(i)

Share-based payments (Continued)

During the vesting period, the number of share
awards that is expected to vest is reviewed. Any
resulting adjustment to the cumulative fair value
recognized in prior years is charged/credited to the
profit or loss for the year of the review, unless the
original employee expenses qualify for recognition
as an asset, with a corresponding adjustment to
the capital reserve. On vesting date, the amount
recognized as an expense is adjusted to reflect
the actual number of awards that vest (with a
corresponding adjustment to the capital reserve)
except where forfeiture is only due to not achieving
vesting conditions that relate to the market price
of the Company’s shares. The equity amount is
recognized in the capital reserve until either the
option is exercised (when it is included in the amount
recognized in share capital for the shares issued)
or the option expires (when it is released directly to
retained profits).

Termination benefits

Termination benefits are recognized at the earlier of
when the Group can no longer withdraw the offer of
those benefits and when it recognizes restructuring
costs involving the payment of termination benefits.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(p)

Income tax

Income tax for the year comprises current tax and
movements in deferred tax assets and liabilities. Current
tax and movements in deferred tax assets and liabilities
are recognized in the statement of profit or loss except
to the extent that they relate to items recognized in other
comprehensive income or directly in equity, in which
case the relevant amounts of tax are recognized in other
comprehensive income or directly in equity, respectively.

Current tax is the expected tax payable on the taxable
income for the year, using tax rates enacted or
substantively enacted at the end of reporting period,
and any adjustment to tax payable in respect of previous
years.

Deferred tax assets and liabilities arise from deductible
and taxable temporary differences respectively, being the
differences between the carrying amounts of assets and
liabilities for financial reporting purposes and their tax
bases. Deferred tax assets also arise from unused tax
losses and unused tax credits.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(p)

Income tax (Continued)

Apart from certain limited exceptions, all deferred tax
liabilities, and all deferred tax assets to the extent that
it is probable that future taxable profits will be available
against which the asset can be utilized, are recognized.
Future taxable profits that may support the recognition
of deferred tax assets arising from deductible temporary
differences include those that will arise from the reversal
of existing taxable temporary differences, provided those
differences relate to the same taxation authority and
the same taxable entity, and are expected to reverse
either in the same period as the expected reversal of the
deductible temporary difference or in periods into which
a tax loss arising from the deferred tax asset can be
carried back or forward. The same criteria are adopted
when determining whether existing taxable temporary
differences support the recognition of deferred tax assets
arising from unused tax losses and credit, that is, those
differences are taken into account if they relate to the
same taxation authority and the same taxable entity, and
are expected to reverse in a period, or periods, in which
the tax loss or credit can be utilized.

The limited exceptions to recognition of deferred tax
assets and liabilities are those temporary differences
arising from goodwill not deductible for tax purposes, the
initial recognition of assets or liabilities that affect neither
accounting nor taxable profit (provided they are not part
of a business combination), and temporary differences
relating to investments in subsidiaries to the extent that,
in the case of taxable differences, the Group controls
the timing of the reversal and it is probable that the
differences will not reverse in the foreseeable future, or in
the case of deductible differences, unless it is probable
that they will reverse in the future.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(p)

Income tax (Continued)

The amount of deferred tax recognized is measured
based on the expected manner of realization or settlement
of the carrying amount of the assets and liabilities, using
tax rates enacted or substantively enacted at the end of
reporting period. Deferred tax assets and liabilities are not
discounted.

The carrying amount of a deferred tax asset is reviewed
at the end of each reporting period and is reduced to the
extent that it is no longer probable that sufficient taxable
profits will be available to allow the related tax benefit to
be utilized. Any such reduction is reversed to the extent
that it becomes probable that sufficient taxable profits will
be available.

Additional income taxes that arise from the distribution
of dividends are recognized when the liability to pay the
related dividends is recognized.

Current tax balances and deferred tax balances, and
movements therein, are presented separately from
each other and are not offset. Current tax assets are
offset against current tax liabilities, and deferred tax
assets against deferred tax liabilities, if the Group has
the legally enforceable right to set off current tax assets
against current tax liabilities and the following additional
conditions are met:

— in the case of current tax assets and liabilities,
the Group intends either to settle on a net basis,
or to realise the asset and settle the liability
simultaneously; or
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(p) Income tax (Continued)

— in the case of deferred tax assets and liabilities,
if they relate to income taxes levied by the same
taxation authority on either:

—  the same taxable entity; or

- different taxable entities, which, in each future
period in which significant amounts of deferred
tax liabilities or assets are expected to be
settled or recovered, intend to realise the
current tax assets and settle the current tax
liabilities on a net basis or realise and settle
simultaneously.

(g) Repossessed assets

Repossessed assets are physical assets or property
rights obtained by the Group from debtors, warrantors
or third parties following the enforcement of its creditor’s
rights. The initial cost of repossessed assets is measured
at the lower of the net carrying amount of loans and
advances and the fair value of the assets less costs to
sell on the acquisition date. Repossessed assets are not
depreciated or amortized. The impairment losses of initial
measurement and subsequent revaluation are charged to
the profit or loss.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(r) Provisions and contingent liabilities

(i)

(i)

Provisions for guarantee losses

When determining the amounts to be recognized
in respect of liabilities arising from the guarantee
business, management estimates the provisions
based on prior experience and default history of the
business (see Note 1(K)(iii)). It is possible that the
prior experience and default history is not indicative
of future loss on the guarantees issued. Any increase
or decrease in the provisions would affect the
statement of profit or loss in future years.

Provisions and contingent liabilities

Provisions are recognized for other liabilities of
uncertain timing or amount when the Group has a
legal or constructive obligation arising as a result of a
past event, it is probable that an outflow of economic
benefits will be required to settle the obligation and a
reliable estimate can be made. Where the time value
of money is material, provisions are stated at the
present value of the expenditure expected to settle
the obligation.

Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow
of economic benefits is remote. Possible obligations,
whose existence will only be confirmed by the
occurrence or non-occurrence of one or more future
events, are also disclosed as contingent liabilities
unless the probability of outflow of economic benefits
is remote.
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SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(s) Revenue and other income

Income is classified by the Group as revenue when it
arises from the sale of goods, the provision of services or
the use by others of the Group’s assets under leases in
the ordinary course of the Group’s business.

Revenue is recognized when control over a product or
service is transferred to the customer, or the lessee has
the right to use the asset, at the amount of promised
consideration to which the Group is expected to be
entitled, excluding those amounts collected on behalf of
third parties. Revenue excludes value added tax or other
sales taxes and is after deduction of any trade discounts.

Where the contract contains a financing component
which provides a significant financing benefit to the
customer for more than 12 months, revenue is measured
at the present value of the amount receivable, discounted
using the discount rate that would be reflected in a
separate financing transaction with the customer, and
interest income is accrued separately under the effective
interest method. Where the contract contains a financing
component which provides a significant financing benefit
to the Group, revenue recognised under that contract
includes the interest expense accreted on the contract
liability under the effective interest method. The Group
takes advantage of the practical expedient in paragraph
63 of HKFRS 15 and does not adjust the consideration
for any effects of a significant financing component if the
period of financing is 12 months or less.
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(s) Revenue and other income (Continued)

Further details of the Group’s revenue and other income
recognition policies are as follows:

(i)

(i)

Guarantee and consulting fee income

Guarantee income is recognized when guarantee
contracts have been made whereby the related
guarantee obligation has been accepted, the
economic benefits associated with the guarantee
contracts will probably flow in, and the amount of
revenue associated with guarantee contracts can be
measured reliably. Guarantee income is determined
based on the total agreed fee in the guarantee
contracts and is recognized in the statement of
profit or loss over the period of guarantee. The
Group receives consulting fee income in relation to
guarantee services in full at inception and records it
as unearned income before amortizing it throughout
the period of guarantee.

Interest and handling fee income

Interest income is recognized as it accrues using
the effective interest method. The Group receives
handling fee income from loan services in full at
inception and records it as unearned income before
amortizing it throughout the contractual period of the
loan.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(s) Revenue recognition (Continued)

(iii)

(iv)

(v)

Rental income from operating leases

Rental income receivable under operating leases
is recognized in profit or loss in equal instalments
over the periods covered by the lease term, except
where an alternative basis is more representative of
the pattern of benefits to be derived from the use
of the leased asset. Lease incentives granted are
recognized in profit or loss as an integral part of the
aggregate net lease payments receivable. Variable
lease payments that do not depend on an index or
a rate are recognized as income in the accounting
period in which they are earned.

Insurance broker related service

Commission income from insurance brokerage is
recognized in profit or loss on the transaction dates
when the relevant contract notes are exchanged.

Dividends

- Dividend income from unlisted investments
is recognized when the shareholder’s right to
receive payment is established.

— Dividend income from listed investments
is recognized when the share price of the
investment goes ex-dividend.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES 1 EXETEE(E)

(CONTINUED)

(s) BMA®®R (&)

(s) Revenue recognition (Continued)

(vi) BXAT B

(vi) Government grants

Government grants are recognized in the statement
of financial position initially when there is reasonable
assurance that they will be received and that the
Group will comply with the conditions attaching
to them. Grants that compensate the Group for
providing guarantee services to SMEs under certain
criteria are recognized as income in the statement
of profit or loss upon receiving such grants. Grants
that compensate the Group for the cost of an asset
are deducted from the carrying amount of the assets
and consequently are effectively recognized in the
statement of profit or loss over the useful life of the
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asset by way of reduced depreciation expense. AREERABERER -

() Borrowing costs (t) EXEHA

Borrowing costs are expensed in the period in which they ERBARBEEHERLEY

are incurred. BER-
(u) Related parties (u) BHEL
(a) A person, or a close member of that person’s family, (@) T 1EA KB HBEERE
is related to the Group if that person: WREKNBEITRABEE
ok
()  has control or joint control over the Group; (i) B ALK EEHEESH K
FEEH
(i) has significant influence over the Group; or (i) HAEEBEEME KN
25
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) ( B

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(u) Related parties (Continued)

(b) An entity is related to the Group if any of the
following conditions applies:

(0

)

(iv)

(vi)

(vii)

The entity and the Group are members of the
same group (which means that each parent,
subsidiary and fellow subsidiary is related to the
others);

One entity is an associate or joint venture of the
other entity (or an associate or joint venture of a
member of a group of which the other entity is
a member);

Both entities are joint ventures of the same third
party;

One entity is a joint venture of a third entity
and the other entity is an associate of the third

party;

The entity is a post-employment benefit plan for
the benefit of employees of either the Group or
an entity related to the Group;

The entity is controlled or jointly controlled by a
person identified in (a);

A person identified in (a)(i) has significant
influence over the entity or is a member of the
key management personnel of the entity (or of a
parent of the entity).

Hanhua Financial Holding Co., Ltd.

BESEROERDIT

BRXERBREIN B

1

AIAARETTIIR)

EXREEE (H)

(u) BT (4&)

(b)

MR EEAESANEE N

oA Bt

(i)

(iii)

(iv)

(vi)

(vii)

Wl

HEAEERBR—
Bt E(EER
GIR=RSNETRNGE- N
ARERKEBRRZ
MERBEBT) ;

SEOBECERA
B % (REBAR
o b 3 #0820 % 5

BEEE):

RRR—-—%F=77H%8

T

hEENEHE:

RE=ZTLENEE
eER-MA—FRA
—HF=ThENBRE

2

(IS WA TN
SEAHEBNERH
8 B a1 3% /)RR
&M EE

X (a)™ B A £ 6 5
[ 2 1 ) R 5%
Z@)i)FEAEKRF
EmxE - H@)))F @
ABE(XREET
NAE)H B REE A

=
B o



Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

1 SIGNIFICANT ACCOUNTING POLICIES
(CONTINUED)

(u) Related parties (Continued)

(v)

(b) (Continued)

(viii) The entity, or any member of a group of which
it is a part, provides key management personnel
services to the Group or to the Group’s parent.

Close members of the family of a person are those family
members who may be expected to influence, or be
influenced by, that person in their dealings with the entity.

Segment reporting

Operating segments, and the amounts of each segment
item reported in the financial statements, are identified
from the financial statements provided regularly to the
Group’s most senior executive management for the
purposes of allocating resources to, and assessing the
performance of, the Group’s various lines of business and
geographical locations.

Individually material operating segments are not
aggregated for financial reporting purposes unless the
segments have similar economic characteristics and
are similar in respect of the nature of products and
services, the nature of production processes, the type or
class of customers, the methods used to distribute the
products or provide the services, and the nature of the
regulatory environment. Operating segments which are
not individually material may be aggregated if they share a
majority of these criteria.
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

2 NET FEE AND INTEREST INCOME 2

The principal activities of the Group are the provision of credit
guarantee and related consulting services, loans to customers
and agency services in the PRC. Net fee and interest income

AIAARETTIIR)

RFRERIMBBA

AEENEIZXBEETEEARR
TﬁZfﬁﬂ%&*HE%aﬁa’ﬁjﬁﬁ% W
ERERERE - FFEERFNE

HSU\’E%F%)SZW.@;%?@H&U\&W

represents net guarantee and consulting fee income and

net interest and handling fee income. The amount of each
significant category of net fee and interest income recognized

EMFEEFUA-BETE
BWEFEERMBRARINMT

BT

is as follows:
2020 2019
20204 20194
RMB’000 RMB’000
ANRB¥ETT AREEFrT
Guarantee and consulting fee income EREZHAEBRA
Financing guarantee and consulting fee income & & & 1R & 5 30 & Uk A 391,803 471,997
Performance guarantee and consulting BAERKABAERA 173,216 159,523
fee income
Litigation guarantee and consulting fee income ~ FFFAYE R M 7 70 B U A - 20
565,019 631,540
Guarantee handling expenses BERFEEIL (35,250) (13,593)
Re-guarantee expenses B BERERA (1,743) (7,217)
Net guarantee and consulting fee income  EREBHEFRA 528,026 610,730
Interest and handling fee income FIERFEBRARE:
arising from:
- Loans and advances to customers —BERERRBR 420,029 720,477
— Factoring business —(RIBER 210,031 318,851
— Cash at banks —RITFEXK 12,865 10,525
— Credit consulting services commission —ZRARBEEE KA 194,330 124,234
income
— Finance lease business —RMEHEEEK 5,090 8,898
— Time and restricted bank deposits — AR 7E3ME A A /Y 42,426 45,245
TEBF R F1E
ERRFS
— Other interest and commission income —HuF B RFEBRA 38,429 45,733
923,200 1,273,963
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

NET FEE AND INTEREST

INCOME 2 BFEERFNEWA (£)

(CONTINUED)
2020 2019
20204 20194
RMB’000 RMB’000
AR¥FT AREFT
Interest and commission expenses FERFEEBEXHKRE:
arising from:
- Debts securities —ERES (44,154) (162,629)
— Interest-bearing borrowings —FTEfEX (340,667) (376,164)
- Financial assets sold under repurchase —BElOEcmMEE (19,599) (36,266)
agreements
— Commission expenses paid in relation to —NMEREFEEIH (50,822) (84,021)
SME lending business
— Interest on lease liabilities —HEBENE (1,802) (3,120)
— Other interest and commission expenses —HuMERFEEL L (38,033) (32,913)
(495,077) (695,113)
Net interest and handling fee income FERFEEFHA 428,123 578,850
Net fee and interest income RFEERABEA 956,149 1,189,580

The Group’s customer base is diversified and has no customer
with whom transactions exceeded 10% of the Group’s net
fee and interest income during the years ended 31 December
2020 and 2019. Details of concentrations of credit risk are set

out in Note 37(a).

Further details regarding the Group’s principal activities are

disclosed in Note 36.

REERBZTENEPER &
£2020F &2019F12 AG1H L FE
MABRGBRAAEEFFEER
FMEWAIORHNEF -BHEEHFE

E R FIBE IR M ES7()

EHAEBETEELENFBHIN
B 3E36 °
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

3 OTHER OPERATING INCOME, NET 3 HMELWA F&E

2020 2019
20204 20194
RMB’000 RMB’000
AR¥Frr AREFT
Commission income of insurance R &8 NEFWA 38,870 38,673
broker business
Commission expenses of insurance REBELAEBZH (35,726) (35,273)
broker business
Net gain on disposal of a subsidiary/associates & & & #1% & F W= 57,210 2,916
Government grants BT %8 B 37,898 23,682
Dividend income from financial assets BREAARBEFEN 15,427 11,155
measured at fair value TEEEMREMA
Rental income from properties EBES WA 11,124 9,486
Others Hth 1,082 5,637
125,885 56,276
IMPAIRMENT LOSSES 4 REEKX
2020 2019
20204 20194
RMB’000 RMB’000
AR¥Frr AREFT
Trade and other receivables (Note 14(b)) JE LS R L At B MR TR 201,154 (3,531)
(Hia14))
Loans and advances to customers (Note 16(f)  ZERE R KRB (HaZ16(1)) (43,771) 118,263
Receivables for factoring business (Note 15(b)  FEURIRIERR (1L 150b)) 11,473 (9,799)
Finance lease receivables (Note 17(b)) EWBMERER (Mit171)) 29,097 8,181
197,953 113,114

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

B A

75 A AE 2 kR

5 PROFIT BEFORE TAXATION 5

Profit before taxation is arrived at after charging:

(a) Operating expenses: (a) #EXH
2020 2019
20204 20194
RMB’000 RMB 000
ARETFT AREFIT
Staff costs 8 T H M
— Salaries, wages, bonuses and —T& -#g R K 339,529 377,918
other benefits H b3 F
— Contributions to retirement schemes — =Rk 33,886 60,272
— Equity-settled share-based payment — R EE AR D 4,515 13,828
expenses AR
— Termination benefits — B R 1B A 3,718 720
Operating lease charges in respect of EEKEHEER 8,293 16,069
buildings
Travel expenses EIRE 16,852 34,909
Depreciation expenses mEEBR
— Owned property, plant and equipment —BEWE WEH 55,459 35,591
and intangible assets BERELEE
- Right-of-use assets —FREEE 31,887 29,446
Amortisation expenses #iHB A 9,576 4,102
Office expenses WNE 12,009 20,428
Tax and surcharges i &M 14,081 13,836
Auditors’ remuneration EiBE 8,350 7,650
Others Hth 136,005 141,578
674,160 756,347
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

5 PROFIT BEFORE TAXATION (CONTINUED) 5 BarFE (&)
(b) Other net losses: (b) HtFEEE
2020 2019
20204 20194

RMB’000 RMB’000
AREFT ARETT

Net (gain)/loss on disposal of property, HEWE BEKR (316) 29

plant and equipment JEFIER
Net loss on disposal of repossessed assets U [E14& £ & & J5 18 %k 45,002 8,151
Others HAth 4,257 3,979
48,943 12,159

6 INCOME TAX IN THE CONSOLIDATED 6 &HEBEZRTHAEH
STATEMENT OF PROFIT OR LOSS

(a) Taxation in the consolidated statement of profit (a) EHtEERFHBIERE:
or loss represents:

2020 2019
20204 20194
RMB’000 RMB’000
AR¥Frr AREFT

Current tax (Note 33(a)) & BTSSR (#74233(@))

Provision for PRC income tax for the year ~ ARG &HEFTE 46,970 158,371

Deferred tax (Note 33(b)) EIEFTISHE (M7 7£33b))

Origination and reversal of temporary B = A EE A K B 48,445 (28,765)
differences

95,415 129,606

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

INCOME TAX

IN THE CONSOLIDATED

STATEMENT OF PROFIT OR LOSS

6 SHEZBRTHAEHR (A)

(CONTINUED)
(b) Reconciliation between tax expense and (b) REBAREAENFEHRE
accounting profit at applicable tax rates: AEESFFENAGTER:
2020 2019
20204 20194
RMB’000 RMB’000
AREFrT ARKEFIT
Profit before taxation A A 303,400 422 626
Notional tax on profit before taxation RREEHETEN 36,464 60,380
calculated at the rates applicable FriS®t (i)
in the jurisdictions concerned (Note)
Effect of non-deductible expenses AT HOB G E 3,348 3,897
Effect of non-taxable income FEERBMWANTE (15,775) (13,319)
Effect of unused tax losses not recognized 7~ A Fl| F 7 15 18 5k 1 57 £ 76,388 88,572
Usage of previous years’ loss VAR E E 18 M A (5,010) (9,924)
Actual income tax expense i BREE 95,415 129,606
Note: Hiat -

Except for Hanhua Financing Guarantee Co., Ltd., Chongqging
Hanhua Assets Management Co., Ltd., Chongging Hanhua
Micro-credit Co., Ltd., Sichuan Hanhua Financing Guarantee
Co., Ltd., Chongqging Changjiang Financial Factoring Co., Ltd.,
Guiyang Yunyan District Hanhua Micro-credit Co., Ltd., Beijing
Hanhua Internet Technology Co., Ltd., Sichuan Hanhua Micro-
credit Co., Ltd., and Horgos Huiwei Venture Capital Co., Ltd.,
the Company and its subsidiaries are subject to PRC income tax
rate of 25%. Huiwei Hong Kong Holding Co., Ltd., HWA Asset
Management Limited and Hanhua Hong Kong Holdings Co., Ltd.
are subject to Hong Kong income tax rate of 16.5%.

BHEREERBRMBRAR EF
BELETEARAR EEMHE
NEEREREMAE M) BHER
ERERERAR EERIREAR
2E-EBETMERRBENEERE
RAal -t R BEFEBEBRA
A m)IBENEERERETAR
DR ERRTEMEMAIERES
RAFIIN B REREFRBIEA
B R B FT 138 R B25% © B E B 1E
BREBRARUEBERBIERER
NAERANEEMEHEE16.5% °
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

6

INCOME TAX IN THE CONSOLIDATED
STATEMENT OF PROFIT OR LOSS
(CONTINUED)

(b) Reconciliation between tax expense and

accounting profit at applicable tax rates:
(Continued)

Note: (Continued)

Hanhua Financing Guarantee Co., Ltd., Chongging Hanhua
Assets Management Co., Ltd., Chongqing Hanhua Micro-credit
Co., Ltd., Sichuan Hanhua Financing Guarantee Co., Ltd.,
Chongging Changjiang Financial Factoring Co., Ltd., Guiyang
Yunyan District Hanhua Micro-credit Co., Ltd., and Sichuan
Hanhua Micro-credit Co., Ltd. are qualified enterprises located
in the Western Region and are therefore entitled to preferential
tax rate of 15% during the years ended 31 December 2020 and
2019.

Nanning Hanhua Micro-credit Co., Ltd. is a qualified enterprise
located in Guangxi Zhuang Autonomous Region and is therefore
entitled to preferential tax rate of 15% during the years ended 31
December 2019.

Beijing Hanhua Internet Technology Co., Ltd. is a qualified high-
tech enterprise and is therefore entitled to preferential tax rate of
15% during the twelve months ended 31 December 2020 and
2019.

Horgos Huiwei Enterprise Management Consulting Co., Ltd. is
a qualified enterprise located in Horgos since 26 January 2016,
and is therefore entitled to exempt from PRC income tax in
the first to the fifth years from the first-profitable year, and be
subject to a 50% reduction in PRC income tax for the sixth year
to the tenth year. Such tax exemption and reduction shall be
implemented upon registration and filing with the tax authorities.

Hanhua Financial Holding Co., Ltd.
MESEZERBERIE
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

DIRECTOR’S REMUNERATION 7 EENEEHM
Directors’ emoluments disclosed pursuant to section 383(1) BEEMEEZHWIRBEE QKD
of the Hong Kong Companies Ordinance and Part 2 of the 383(MNA R (AR (WEEEF ]
Companies (Disclosure of Information about Benefits of BBRAD) F_HOEEAT :
Directors) Regulation are as follows:
2020
2020
Salaries Share-
allowances based
Director's  and benefits Discretionary payment
Fees in kind Bonuses Sub-total (Note) Total
NERLEE
M 2h MR X
ESE REMER e gt (Hit) Rt
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETE AREFT ARETT ARETT AREFT AREFZT
Chairman Ed
Zhang Guoxiang REH - 2,509 960 3,469 3,020 6,489
Vice chairman EES:
Wang Dayong IAB - 2,027 1,403 3,430 190 3,620
(Resigned on 23 October 2020) (1202010 A23 A &)
Executive director BITEE
Cui Weilan ERE - 2,257 660 2917 190 3,107
Non-executive directors FHTES
Tu Jianhua REE - - - - - -
(Resigned on 17 December 2020) (F2020%F12R17A B )
Liu Jiaoyang 255 - - - - - -
Liu Tingrong Bl - - - - - -
Wang Fangfei I5E - - - - - -
Feng Yongxiang Bk - - - - - -
Liu Bolin 2BF - - - - - -
Independent non-executive directors  BUXHTES
Bai Qinxian A% - 177 - 177 - 177
Deng Zhaoyu it - 177 - 177 - 177
Qian Shizheng B - 177 - 177 - 177
Ng Leung Sing REE - 177 - 177 - 177
Yuan Xiaobin RIME - 177 - 177 - 177
Supervisor EZE
Li Ruping Zm¥ - 949 357 1,306 197 1,503
Chen Zhonghua Rz - 544 239 783 - 783
Qin Yong E3 - 278 7 355 - 355
- 9,449 3,696 13,145 3,597 16,742
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Notes to the Consolidated Financial Statements

B O R R M

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

7 DIRECTOR’S REMUNERATION (CONTINUED) 7 EENESHM (&)

2019
2019F
Salaries
allowances Share-based
Director's  and benefits  Discretionary Payment
Fees in kind Bonuses Sub-total (Notg) Total
IR EE
o 28 AR (73 T
BExE REMER #e 1N (Hizt) AFf

RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000
ARBTT ARBTT ARETT ARETT ARETLT ARETT

Chairman IE

Zhang Guoxiang REHE - 2,508 799 3,307 9,249 12,556
Vice chairman EES:

Wang Dayong TKE = 2,023 611 2,634 581 3,215
Executive director HiTEE

Cui Weilan ERE = 2,259 560 2,819 581 3,400
Non-executive directors FYnESE

Tu Jianhua REE - - - - - -
Liu Jiaoyang 255 - - - - - -
Liu Tingrong ElJigd - - - - - -
Wang Fangfel I5E - - - - - -
Feng Yongxiang K - - - - - -
Liu Bolin 2B 5 = = = = = =

Duan Xiaohua (Retired on 28 May 2019) BB (201965528 B (K) - = = = = =

Independent non-executive directors BUFHTES

Bai Qinxian Ak - 177 - 177 - 177
Deng Zhaoyu HR{ - 177 - 177 - 177
Qian Shizheng B - 177 - 177 = 177
Ng Leung Sing REE - 177 - 177 - 177
Yuan Xiaobin R - 177 - 177 = 177
Supervisor EX
Li Ruping ZmE = 780 168 948 603 1,551
Chen Zhonghua [k = 546 230 776 = 776
Qin Yong R - 280 57 337 - 337
- 9,281 2,425 11,706 11,014 22,120

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

(Expressed in RMB’000 unless otherwise indicated) (B&

7 DIRECTOR’S REMUNERATION (CONTINUED)

Note: These represent the estimated value of share-based payment
granted to the directors under the Company’s incentive
scheme. The value of these share-based payment is measured
according to the Group’s accounting policies for share-based
payment transactions as set out in Note 1(o)(ii).

The details of these benefits in kind, including the principal
terms and number of options granted, are disclosed in Note
&2

8 INDIVIDUALS WITH HIGHEST EMOLUMENTS

Of the five individuals with the highest emoluments, three
(2019: three) are directors whose emoluments are disclosed in
Note 7.

The aggregate of the emoluments in respect of the other two
(2019: two) individuals are as follows:

B OB IS HRR M

BXEBREMEN ARAAARETTIIR)

7 ESNESHM(A)

Wit ZeBERRAESBET RO
M fhETEE - A=A E D
AR B AN R B HO SR AR AT & 7]
RABERT LAEEERRE
B 51 (o) (i) P 51) 88 7% DA #E 23 45 H Y
B EABRRAEFRS

ERTHBRNINNARES &
BE2ERNRE 2 BN E328
o

8 BEHFMAL

AEEaFMALHR EFR =%
(2019F : =ZR) AXRAIEE HE
RN BRI aE7HE -

FIAM G (2019F MB)BMAME
B amHTI T

2020 2019

20204 20194
RMB’000 RMB’000
AREFT AREFIT

Salaries and other emoluments T8 F0H 4th % BN 3,594 3,516
Discretionary bonuses ®e 1,320 1,680
Equity settled share-based payment LARR BE 45 B LARR (0 /5 306 937

expenses EWNRFAXZ
5,220 6,133
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

8 INDIVIDUALS WITH HIGHEST EMOLUMENTS 8 BEFMAL(E)
(CONTINUED)
The emoluments of the two (2019: two) individuals with the —EAEEHMALR0I9F RA)
highest emoluments are within the following bands: RE BT :
2020 2019
20204 20194
Number of Number of
individuals individuals
A& A
RMB
AR
Nil #&— 6,000,000 2 2
9 PROFIT ATTRIBUTABLE TO EQUITY 9 AATREEMLZEF

SHAREHOLDERS OF THE COMPANY

The consolidated profit attributable to equity shareholders of
the Company includes a profit of RMB368.8 million (2019:
profit of RMB224.8 million) which has been dealt with in the
financial statements of the Company (see Note 34(a)).

10 OTHER COMPREHENSIVE INCOME

AARIRFEEMLGEREZNBEFERE
AR #368.88 & T(2019F A &
ARM2248E B L) MixFE W=
ERARAUBHRERPEE (R
34 (a) °

10 HftiR & W

Tax effects relating to each component of other

comprehensive income

Hit G E WS T HONRBLE

2020 2019
20205 2019%
Before-tax Tax Net-of-tax Before-tax Tax Net-of-tax
amount expense amount amount Benefit amount
ik Bl
RagE HEER REHE IR REkE HEaE
RMB’000 RMB’000 RMB’000 RMB’'000 RMB'000 RMB'000
ARBTR ARETR AR¥Trn ARETR AREBTT ARET:
Note 33(b)
(H#2330)
Exchange differences on tranglation of BERINHB LA 1,075 - 1,075 5,000 - 5,000
financial statements of overseas BBRANELZH
subsidiaries
Other comprehensive income Hipira ks 1,075 - 1,075 5,000 = 5,000

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

(Expressed in RMB’000 unless otherwise indicated) (Bk X & 5

11 EARNING PER SHARE 11

The calculation of basic earnings per share is based on
the profit attributable to ordinary equity shareholders of the
Company and the weighted average of ordinary shares in issue
during the year, calculated as follows:

B OB IS HRR M

Brrtgsh AR AARE T TIIR)

BR%KE

EXGRKRERBATAFEBER
ARBEBBRARRNFNBERLE
BTEBREOMEFSHEE:

2020 2019
20204 20194
Profit attributable to the equity shareholders NN Vi E ) 151,096 241,812
of the Company (RMB’000) FMNE(AEETFT)
Weighted average number of ordinary shares M12A31TAME BT EER 4,600,000 4,600,000
in issue for the purpose of basic earnings MEFEHE (AEEFT)
per share ("000)
Basic earnings per share (RMB) ERgRikEs (AKE%T) 0.03 0.05

(i) Weighted average number of ordinary shares

(i) EERVMEFIH

2020 2019

20204 20194

’000 ‘000

FR FHR

Issued ordinary shares at 1 January MTATEEBITEBR 4,600,000 4,600,000
Effect of new issues HERTHNEE - =
Weighted average number of R12A31BEE @A 4,600,000 4,600,000

ordinary shares at 31 December IEFEHE

There were no dilutive potential ordinary shares during the
years ended 31 December 2020 and 2019, and therefore,
diluted earnings per share are the same as the basic
earnings per share.

R E £20204F K2019F12A
SIBLEFE - RBEEEAME
RT@ER Al HESRKE
HERERTGRKE -
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

12 CASH AND CASH EQUIVALENTS 12 EWES

(a) Cash and cash equivalents comprise:

(a) EESBE:

31 December 31 December
2020 2019

20204 20194
12H31H 12H31H
RMB’000 RMB’000
AR®FiT ARKEFTT

Cash in hand EFRE® 86 99

Cash at banks IRITFER 1,505,101 1,635,964

Cash and cash equivalents in AHBAERERN 1,505,187 1,636,063
the consolidated cash flow statements EEE e

The substantial business operation of the Group is
conducted in RMB in the PRC. RMB is not a freely
convertible currency and the remittance of RMB out of
the PRC is subject to the relevant rules and regulations
of foreign exchange control promulgated by the PRC
government.

At 31 December 2020, cash at banks deposited in related
parties was amounted to RMB573.6 million (31 December
2019: RMB384.1 million) (see Note 39(c)).

Hanhua Financial Holding Co., Ltd.
RESERPERAH
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

12 CASH AND CASH EQUIVALENTS
(CONTINUED)

12 EWES (F)

(b) AR HEKLETSRMAN

(b) Reconciliation of profit before taxation to cash

used in operations: REMNFE K-
2020 2019
20204 20194
RMB’000 RMB’000
AR¥FiT AREFT
Profit before taxation R A 303,400 422 626
Adjustments for: FEEESE
Impairment losses BEREEX 197,953 113,114
Reversal for guarantee losses HEERBEEERESD (12,535) (5,356)
Depreciation expenses HEER
- Owned property, plant and equipment —BEVE BEMEZER 55,459 35,591
and intangible assets mEEE
- Right-of-use assets —fFREEE 31,887 29,446
Amortisation expenses HBIHER 9,576 4,102
(Gain)/loss on sale of property, BEEWME WER& (316) 29
plant and equipment (Wam) 18k
Interest expenses B H 404,420 575,059
Interest element of lease rentals paid SNHAERLHFE 1,802 3,120
Share of profits of associates HEE P EERNTE RS (57,900) (56,322)
Share of losses of a joint venture HEELHEBERNREEKX - 4,305
Equity-settled share-based payment LA s E MR 21 4,515 13,828
Foreign exchange losses/(gains) EHEL (W) 120 (90)
Dividend income from other investments Hapig BEHRBWA (15,427) (11,155)
Net gain on disposal of a BETRAR/HEE QRN (57,210) (2,916)
subsidiary/associates FUR R
Net trading losses/(gains) FRHEKR S (KaR) 17,088 (927)
Changes in working capital BEESED
Decrease/(increase) in time and HAPR 7ESME A A L E HAfF X 8,931 (366,047)
restricted bank deposits MiF L ERRES
A (1)
Decrease in loans and advances to EWER KRBT 2,320,837 841,948
customers
Decrease in receivables for JFE Uk (R 32 5K I8 Rk 411,461 693,346
factoring business
(Increase)/decrease in trade and P Ui K2 EL th 8 W R IE (426,640) 329,602
other receivables (1),
Decrease in customer pledged deposits FEAREBEE R (27,298) (30,465)
Decrease in accruals and other payables — FE&T & H th & 15 R IE R > (292,163) (108,805)
Cash generated from operations KETHELENIRS 2,877,960 2,484,033
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

12 CASH AND CASH EQUIVALENTS 12 EES (&)

(CONTINUED)
(c) Reconciliation of liabilities arising from (c) EETHcIENEBERAEG R
financing activities:
Financial
assets sold
Interest- Debts under
bearing securities  repurchase Lease
borrowing issued  agreement liabilities Total
EHEE
HEEXR EfES SRMEE HEAE &%t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ABEFT ARETZT AREFT AREFT ARETZ
At 31 December 2019 #1£2019%12831H 6,006,269 1,471,274 330,955 32,596 7,841,094
At 1 January 2020 H2020%F1 810 6,006,269 1,471,274 330,955 32,596 7,841,094
Changes from financing cash flow EETHREREH
Mm%%hmh@%m%mgmmmWsHﬁ%ﬂ%ﬂmﬁi 2,616,994 = = - 2,616,994
Repayment of interest-bearing borrowings {218 %ﬁ$i§1%ﬁ% (3,465,028) - - - (3,465,028)
Repayment of debt securities EBEEHFIANES - (1,427,167) - - (1,427,167)
Repurchase of assets with repurchase FBEELNEEES LM - - (164,197) - (164,197)
agreement Be
Capital element of lease rentals paid YRHOEERENAL - - - (25,390) (25,390)
B
Interest paid FlEZH (336,149) (88,261) (20,510) - (444,920)
Interest element of lease rentals paid YHMAEREHFE - - - (1,802) (1,802)
#5
Total changes from financing cash flows ~ HE&ZEHHETETBE  (1,184,183)  (1,515,428) (184,707) (27,192)  (2,911,510)
Other changes: Hitt 28
Increase in lease liabilities from entering K4 & & 7] #4841 12 - - - 26,272 26,272
into new leases during the year MHMEERRE
Interest expenses (Note 2) FISEBA (H#2) 340,667 44,154 19,599 1,802 406,222
Totalotherchanges . & Heewew 340667 44184 19599 28014 . 432,494
At 31 December 2020 R2020512A831H 5,162,753 - 165,847 33,478 5,362,078

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B O R M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

12 CASH AND CASH EQUIVALENTS 12 EES (&)
(CONTINUED)

(c) Reconciliation of liabilities arising from (c) EETHSIENEBRAE R
financing activities: (Continued) (%)
Financial
assets
Interest- Debts sold under
bearing securities repurchase Lease

borrowing issued agreement liabilities Total
EmiE

FTRER R &S SREE HEBE Gl

RMB'000  RMBOO0 ~ RMB000  RMBOOO  RMB000
ARBTT ARETET ARETT ARETT ARETIL

At 31 December 2018 B 1-2018%12A31H 5,696,272 3,226,018 255,704 - 9,177,994

Impact on initial application of B X B HKFRS 16 - - - 41,358 41,358
HKFRS 16 Mg

At 1 January 2019 H2019F1818 5,696,272 3,226,018 255,704 41,358 9,219,352

Changes from financing cash flow EEEHREREE

Proceeds from interest-bearing borrowings  BR/5{& UL E| #0135 & 3,325,761 - - - 3,325,761

Proceeds from financial assets sold under & (i B85 & g & E W 2| &) - - 245,522 - 245,522
repurchase agreement Be

Repayment of interest-bearing borrowings  EEEHAEZHRMEE  (2,980,309) = = - (2,980,309)

Repayment of debt securities BEEHFINNERE - (1,755,660) = - (1,755,660)

Repurchase of assets with repurchase EEE L EEEES TN - - (165,962) = (165,962)
agreement Be

Capital element of lease rentals paid SAMAEREH - - - (26,199) (26,199)

xe#HH
Interest paid Fegd (411,619) (161,713) (40,575) = (613,907)
Interest element of lease rentals paid YROBEREM - - - (3,120) (3,120)

MBS

Total changes from financing cash flows ~ Z£&EEHEEREEAHE (66,167) (1,917,379 38,985 (29,319) (1,973,874

Other changes: Hitr g

Increase in lease liabilities from entering AN & E & 7] # A M - - = 17,437 17,437
into new leases during the year BNEEEE

Interest expenses (Note 2) FISEBA (Hi2) 376,164 162,629 36,266 3,120 578,179

Totalotherchanges AtZBEE 976164 162620 36266 20557 595616

At 31 December 2019 RH2019F12A831H 6,006,269 1,471,274 330,955 32,596 7,841,094
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

12 CASH AND CASH EQUIVALENTS 12 EES (&)

(CONTINUED)
(d) Total cash outflow for leases: (d) HEBRSRHARHE
Amounts included in the cash flow statement for leases HERERERTEENER:

comprise the following:

2020 2019
20204 20194
RMB’000 RMB’000
ARETFT ARMFIT

Within operating cash flows EEIR SR 8,293 16,069

Within financing cash flows MERS R 27,192 29,319

Cash flows of rentals paid on leases HELZNMBELESR 35,485 45,388
These amounts relate to the following: BELESESRATHE:

2020 2019

20204 20194

RMB’000 RMB’'000
AREFrT ARETT

Lease rentals paid THRMEERS 35,485 45,388

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (Bk & B8 Frigoh - 578 BIAA

RETTIR)

TIME AND RESTRICTED BANK DEPOSITS 13 HIRESEA U LN EHER
MEHERRES

The balance represents the deposits at banks for the credit FTEEHRESBRETERAEAER

guarantees that the Group provides to third parties for their RERTERAE=ZFTRBEEHE

borrowing from banks and the deposits at banks whose R BT R RITETF A K EARR

maturities are above 3 months. EZEANEMTHEFESE-

TRADE AND OTHER RECEIVABLES 14 WK H it EWRE

31 December

31 December

2020 2019

20204 20194

12831H 12H31H

RMB’000 RMB 000

ARETFT ARMFIT

Receivables for default payments (Note 14(a)) FEW R ER (A at14(a)) 1,327,664 741,259
Trade receivables (Note 14(c)) FEURBRFX (M1t 14(c)) 68,615 89,096
Less: allowance for doubtful debts (Note 14(b) i : SEER & (Hf:F14(b)) (449,451) (285,493)
946,828 544,862

Interest receivables JE ORI B, 56,341 88,845
Receivables for assets disposal R B EEER 596,697 717,627
Other prepayments, deposits and HEIBARIE ek 268,887 282,764

other receivables H h FE W SRIR

1,868,753 1,634,098

As at 31 December 2020, except for deposits of RMB40.9 R2020%F12A31H BRFEE AR
million (2019: RMB47.6 million), all of the remaining other 40.98 BT (F2019F12HA318 &
prepayment, deposits and other receivables are expected to ARM47 6B E )N EMTEE
be recovered or recognized as expense within one year. Wk B A e BURIBTEET R —F AU

Ll ERRER-
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

14 TRADE AND OTHER RECEIVABLES

(CONTINUED)

(a) Ageing analysis:

As at 31 December 2020 and 2019, the ageing analysis
of receivables for default payments, based on the invoice
date and net of allowance for doubtful debts, is as

14 B R EtEKFRIE (&)

(a) RRiR 747

KRB £2020F F12019F 12 H
S1TEHEA - REZRZERH KL
MRIEREHEENOEKRETDN

follows: REROMMT
31 December 31 December
2020 2019
20204 20194
12A31H 12H31H
RMB’000 RMB’'000
AR¥FT AREFIT
Within 1 year —F AR 742,509 137,867
Over 1 year but less than 2 years —5= 130,791 140,105
Over 2 years but less than 3 years =ESE 105,217 109,446
Over 3 years but less than 4 years —ENF 72,948 81,827
Over 4 years but less than 5 years MERF 80,247 137,183
Over 5 years AFNUE 195,952 134,831
1,327,664 741,259
Less: allowance for doubtful debts W IR (449,451) (285,493)

878,213 455,766

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

14 TRADE AND OTHER RECEIVABLES
(CONTINUED)

(b)

Impairment of receivables for default payments:

Impairment losses in respect of receivables for default
payments are recorded using an allowance account
unless the Group is satisfied that recovery of the amount
is remote, in which case the impairment loss is written off
against receivables for default payments directly (see Note

1K) i))-

The movement in the allowance for doubtful debts during
the years ended 31 December 2020 and 2019 is as
follows:

14 BREHtbBWRE (&)

(b) FEUWAEFRBE :

& W AR B SR 0 B B R (B 1R 2K A
BHEIRES BRIEAKERE
WEBEBEXENKEEN &
ZERAT BEREBRXBE
BEREERERZE (R W&
1(k)(ii)) -

LA A E20204F R20194F12
A31BEFENEREHFEES
(BEER REEBLEHD)

2020 2019

20204 2019%F

RMB’000 RMB’000

ARETFT AREFT

At 1 January ®1A1H 285,493 342,032

Impairment loss recognized in RefiEmakERN 201,154 (3,531)
the consolidated statement of BEREBEEBEX (Hit4)

profit and loss (Note 4)

Recoveries g [8] 2 % 8 17,810 43,594

Write-off RNERZEH (55,006) (96,602)

At 31 December »W12A31H 449,451 285,493

At 31 December 2020, the Group’s receivables
for default payments of RMB1,327.7 million (2019:
RMB741.3 million) were individually determined to be
impaired. The individually impaired receivables were
related to customers that were in financial difficulties
and management assessed that only a portion of the
receivables is expected to be recovered. Consequently,
specific allowances for doubtful debts of RMB449.5
million (2019: RMB285.5 million) were recognized.

M2020F12A318 A& B
BEAR®1327.78 8t (2019
F7413BET)NERRE
KA (B B ¥ T AR A - & B R
BERERZES XY B R HD
EREF MERBEELFTGHEIT
TERTE B E P 5 & FE UL
RIE-E It B E2020F12 A
STEEHEARB4495BE T
(20194285.55 & 7T ) & {& 7
AR A o
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

14 TRADE AND OTHER RECEIVABLES

(CONTINUED)

(c) Trade receivables that are not impaired

The ageing analysis of trade receivables that are neither
individually nor collectively considered to be impaired are

as follows:

14 B R HhEWRKIE (&)
(c) 5B #9 FE W 3K OB
YLK MR HR bR MEA R

B U R IR B BRER AT AR T

31 December 31 December

2020 2019
20204 20194

12A31H 12 A31H

RMB’000 RMB’000

AR¥FT ARKTFT

Neither past due nor impaired R HA KRB 68,615 89,096

Trade receivables that were neither past due nor impaired
relate to a wide range of customers for whom there was

no recent history of default.

15 RECEIVABLES FOR FACTORING BUSINESS

7R 380 5 R OBk (B Y 8 I 3R0R 2 —
RINRABENELNEF M

R
15 EURIER

31 December

31 December

2020 2019

20204 20194

12831H 12H31H

RMB’000 RMB’000

ARETFT AREFT

Receivables for factoring business FEYREE K 1,292,893 1,706,544
Add: Interest receivable o EUF B 57,304 61,939
Less: allowance for doubtful debts (Note 15(b) i : IR (f17%15 (b)) (41,731) (32,448)
1,308,466 1,736,035

Receivables for factoring business which have been pledged
for the repurchase agreements (see Note 27) amounted
to RMB144.7 million (2019: RMB308.9 million) as at

31 December 2020.

Receivables for factoring business which have been secured
for the bank loans (see Note 25) amounted to RMB461.7
million (2019: RMB607.7 million) as at 31 December 2020.

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

15 RECEIVABLES FOR FACTORING BUSINESS

(CONTINUED)

(a) Receivables for factoring business analysed by
overdue period (exclusive interest receivable)

15 EURRIER (&)

(a) BRRERRBHHR DM
(T EEEKFE)

31 December 31 December
2020 2019

20204 20194
12A31H 12H31H
RMB’000 RMB’000
ARMTT AR®TFIT

Overdue within 3 months (inclusive) BEBME A (5) AR 679 6,500
Overdue more than 3 months to BHAEE3E R E6@EA (&) 269 2,627
6 months (inclusive)
Overdue more than 6 months to B BEeE A E1F (5) 36,504 4,197
one year (inclusive)
Overdue more than one year BEF 20,800 33,990
58,252 47,214
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

15 RECEIVABLES FOR FACTORING BUSINESS

(CONTINUED)

(b) Impairment of receivables for factoring

business:

Impairment losses in respect of receivables for factoring
business are recorded using an allowance account unless
the Group is satisfied that recovery of the amount is
remote, in which case the impairment loss is written off
against receivables for factoring business directly (see

Note 1(K)(ii)).

15 EUWRRIER (&)

(b) ERERERNEERERK:

& W AR 1B 5K B0 B B R 1B 18 2K A
BHEIREE BREAKERRS
WEBEBEXENREEN &
ZEAT BEREBRXRBE
B AR R R AR 8 (R T 8%

1 (k)(i)) °

At 31 December 2020

R2020512A31H
Lifetime Lifetime
12-month ECL credit ECL credit
ECL Not impaired impaired Total
EEFEARN EZEGTEER
BHERALX RAHGREX
AR12E AR REE [BF ¢
BERBX ERAE =R E A%t
RMB’000 RMB’000 RMB’000 RMB’000
AREFT  AREFT ARETT AREFZ
At 1 January M1A1H 19,424 2,263 10,761 32,448
Transfer to lifetime ECL not EAREAFERESER (24) 24 - -
credit-impaired BARBEERARE
Transfer to lifetime ECL BARERENESER (788) (115) 9203 -
credit-impaired BREZEEAME
Charge/(reversal) for the year ANFFHR, (#EE) 4,371 (1,248) 8,350 11,473
Write-off % - = (2,190) (2,190)
At 31 December M12A318 22,983 924 17,824 41,731
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Notes to the Consolidated Financial Statements

B O R M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B T/ - BRI AR F L3 R)

15 RECEIVABLES FOR FACTORING BUSINESS

(CONTINUED)

(b) Impairment of receivables for factoring

15 EWWRER (£F)

(b) ERREFRNEERERK:

business: (Continued) (%)
At 31 December 2019
72019512 A31H
Lifetime Lifetime
12-month ECL credit ECL credit
ECL  Not impaired impaired Total
ERFERAN BEFEHRA
EHERAELX BEHEREX
AER12EARE REE BEE
HEREL ERRE ERRE &t
RMB'000 RMB’000 RMB'000 RMB'000
ARETT ARETT AREFT ARETR
At 1 January M1A1H 35,017 4117 3,113 42,247
Transfer to lifetime ECL BAREFESA (19) (804) 823 =
credit-impaired ECLEREX
(Reversal)/charge for the year AF(8R),/ iR (15,574) (1,050) 6,825 (9,799)
At 31 December M12A318 19,424 2,263 10,761 32,448
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

16 LOANS AND ADVANCES TO CUSTOMERS 16 RHEREBX
(a) Analysed by nature (a) BUEE D

31 December 31 December
2020 2019

20204 20194
12H31H 12H31H
RMB’000 RMB’000
AR®FiT ARKEFTT

SME lending NEE 1,656,206 3,700,654
Entrusted loans ZEEX 636,089 1,161,615
Gross loans and advances to customers BEHMER LR AEE 2,292,295 4,862,269
Add: Interest receivable o EUCRE 77,850 106,026
Less: Allowances for impairment losses B B FOREEE (156,592) (290,837)
Net loans and advances to customers BERERRBFFRE 2,213,553 4,677,458
Loans and advances to customers included loans under ﬁ’\2020¢1 2A31H  EWER
repurchase agreements, amounting to RMB17.0 million ERFPEEELRESAOT
(2019: RMB17.0 million) as at 31 December 2020 (See E-Hﬂﬂ MEF EEEEEAA
Note 27). R#®17.08 Bt (R20194F12
A31BAEAR®B17.068&8 L)
(R HE27) -
Loans and advances to customers included loans of MR2020F12A831H  EWE R
RMB471.0 million arising from the consolidation of trust RBFBEREEFF RN
plans in which the Group hold the subordinated tranches DHEIEFEEGTEENAR
as at 31 December 2020 (31 December 2019: RMB910.5 BAa7T1.08 BT E R (72019
million). F12A31H B AR®910.58

B -
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

16 LOANS AND ADVANCES TO CUSTOMERS 16 BHERRBI (&)

(CONTINUED)

(b) Analysed by industry sector (b) BRITEDW

31 December 2020 31 December 2019

2020%12H31H 2019%12A31H
RMB’000 % RMB'000 %
AB¥EF % ARETT %
Wholesale and retail HENTEE 221,963 9.68% 389,463 8.01%
Real estate B E 183,350 8.00% 335,040 6.89%
Leasing and commercial services ~ B EMBEEREE 182,352 7.95% 367,087 7.55%
Manufacturing FlEE 65,458 2.87% 46,968 0.97%
Construction BE% 55,939 2.44% 85,836 1.77%
Others Hif 101,187 4.41% 193,720 3.98%
Micro-lending INEBEER 810,249 35.35% 1,418,114 29.17%
Retail loans BEAER 1,482,046 64.65% 3,444,155 70.83%
Gross loans and advances to BWER KRBT AE 2,292,295 100.00% 4,862,269 100.00%
customers
Add: Interest receivable i kRS 77,850 106,026
Less: Allowances for impairment 5 : R {EEE (156,592) (290,837)
losses
Net loans and advances BRERRBNFE 2,213,553 4,677,458

to customers
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

16 LOANS AND ADVANCES TO CUSTOMERS

(CONTINUED)

(c) Analysed by type of collateral

16 BHERRBK (&)

(c) ZEARBERED

31 December

31 December

2020 2019

20204 20194

12A31H 12H31H

RMB’000 RMB’000

ARETFT AREFIT

Secured loans KEHRER 1,698,504 3,504,520

Guaranteed loans REFEER 558,951 899,601
Unsecured loans EERER 34,840 458,148
Gross loans and advances to customers BRER R BREEE 2,292,295 4,862,269
Add: Interest receivable o R R 77,850 106,026
Less: Allowances for impairment losses R B HOR E 2 (156,592) (290,837)
Net loans and advances to customers BEHERLBFTFE 2,213,553 4,677,458

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

16 LOANS AND ADVANCES TO CUSTOMERS 16 BHERRBK (&)
(CONTINUED)

(d) Overdue loans analysed by overdue period (d CEEAHRERNBAHBHR DN
(exclusive interest receivable) (TEREErERFL)

31 December 31 December
2020 2019

20204 20194
12A31H 12H31H
RMB’000 RMB’000
ARMTT AR®TFIT

Overdue within 3 months (inclusive) BEAGME A LA (3@ A) 63,636 173,678
Overdue more than 3 months to 6 months  #1HA31E A =61@ A ( =61E A ) 125,350 94,237
(inclusive)
Overdue more than 6 months to one year  #HI61H A =1F (£14) 59,165 125,540
(inclusive)
Overdue more than one year BEIFI 107,096 172,629
355,247 566,084
Overdue loans represent loans, of which the whole or part EaERREEBHIL DA
of the principal or interest were overdue for one day or S FEBEIRK U LN E
more. e
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

16 LOANS AND ADVANCES TO CUSTOMERS

(CONTINUED)

(e) Analysed by methods for assessing allowances

for impairment

16 BHERRBK (&)

(e) BBERLAERTIM LA

7 #

31 December 2020

20205128310
Lifetime
ECL Lifetime
12-month not credit ECL credit
ECL impaired impaired Total
BEGESE  EEFES
BHERELX BAHEREX
KF12(8 8 AEE BEE
BHEREX ERREE ERRE &t
RMB’000 RMB’000 RMB’000 RMB’000
ANRETFT AREFT ARETT AR%Fx
Micro-lending IMETEER 694,737 - 115,512 810,249
Retail Loans BAER 1,251,778 52,730 177,538 1,482,046
Gross loans and advances BHRERRBRBE 1,946,515 52,730 293,050 2,292,295
to customers
Add: Interest receivable o ERH S 77,850 - - 77,850
Less: Allowances for W ERREESE (41,775) (5,951) (108,866) (156,592)
impairment losses
Net loans and advances BHERRBHFE 1,982,590 46,779 184,184 2,213,553

to customers
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Notes to the Consolidated Financial Statements

B O R M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B T/ - BRI AR F L3 R)

16 LOANS AND ADVANCES TO CUSTOMERS

(CONTINUED)

(e) Analysed by methods for assessing allowances
for impairment (Continued)

16 BHRERRBR (&)

(e) BBEBAERBETMAEE
o (&)

31 December 2019

2019F12A31H
Lifetime
ECL Lifetime
12-month not credit ECL credit
ECL impaired impaired Total

REFES REEEH
BHEREX BRHEAAEX

k1218 A REE BE¥AE
BHEEREX ERRE =RRE A&
RMB'000 RMB’000 RMB000 RMB'000
ANREFT AREFT AREFT AREFT
Micro-lending MR EER 1,262,758 - 155,356 1,418,114
Retall Loans BAER 3,091,572 98,047 253,636 3,444,155
Gross loans and advances to BHER KRBT EE 4,354,330 98,047 408,992 4,862,269
customers
Add: Interest Receivable n: EwF S 106,026 = = 106,026
Less: Allowances for impairment & : EZUR B &4 (102,932) (10,438) (177,467) (290,837)
losses
Net loans and advances BRERRBTFE 4,357 424 88,509 231,525 4,677,458

to customers

Annual Report 2020
Selzzem 909



310

Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

16 LOANS AND ADVANCES TO CUSTOMERS
(CONTINUED)

(ff Movements of allowances for impairment losses

16 BHERRBK (&)

() BEBRBXEFEESNED

31 December 2020

2020128318
Lifetime Lifetime
ECL ECL
12-month not credit credit
ECL impaired impaired Total
BEFES EEFES
BHERALX AHEREX
AR12HE -RR4EEHA -CREER
BHGEREX RENER  HENEX &t
RMB’000 RMB’000 RMB’000 RMB’000
AREFT ARETT ARETT AREFZR
As at 1 January R1A1H 102,932 10,438 177,467 290,837
Transfer: PE ez
- to 12-month ECL —RKA2ME A B 1,245 (264) (981) -
FREX
— to lifetime ECL not credit-impaired — (@77 & HiE L= FH (84) 84 - -
BRREEER
REMNER
- to lifetime ECL credit-impaired - BREFERRHER (5,803) (688) 6,491 -
ECL credit-impaired BAEEERER
BENER
(Reversal)/charge for the year AE (#E) /3R (45,605) (2,235) 4,069 (43,771)
Write-offs RERH - - (92,107) (92,107)
Transfer out =y (10,910) (1,384) (4,441) (16,735)
Recoveries e B ZEERRBR - - 18,368 18,368
As at 31 December M12A318 41,775 5,951 108,866 156,592
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Notes to the Consolidated Financial Statements

B O R M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B T/ - BRI AR F L3 R)

16 LOANS AND ADVANCES TO CUSTOMERS 16 BHERRBK (&)
(CONTINUED)

() Movements of allowances for impairment losses (f) REEXEESNES (&)
(Continued)

31 December 2019

2019F12A31H
Lifetime
ECL Lifetime
12-month not credit ECL credit
ECL impaired impaired Total

EEFEY  EEFES

BHGEREX REAGREX

RR12BA  —RELER -CRERER
BHERRX  REMER  RHENER At
RMB'000 RMB'000 RMB 000 RMB000
ANEETT ARETT ARETET ARETRL

As at 1 January M AR 128,368 17,989 172,850 319,207
Transfer: P ez
- to 12-month ECL —RRA2E A B 2,511 (2,257) (254) =
ERBX
— to lifetime ECL not credit-impaired —Z{EFEHEE(=H (691) 767 (76) -
BRREEER
RENER
- to lifetime ECL credit-impaired -BAGERRACA (5,374) (1,888) 7,262 =
BAEBARER
RENER
(Reversal)/charge for the year KE(8E) /2 (21,882) (4,173) 144,318 118,263
Write-offs AEZIH - - (161,980) (161,980)
Recoveries WE B ZHEERRBR = = 15,347 15,347
As at 31 December M12A31H 102,932 10,438 177,467 290,837
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Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

16 LOANS AND ADVANCES TO CUSTOMERS

(CONTINUED)

(g) Analysed by credit quality

16 BHERRBK (&)

(9) ZBEFERENI M RMT

At At
31 December 31 December
2020 2019

7A20205 20194
128318 124318
RMB’000 RMB’000
AR¥Frr AREFT

Gross balance of loans and advances to
customers that are assessed for
12-month ECLs

— Neither overdue nor credit-impaired

— Overdue but not credit-impaired

REA2{E A FEHE R
BRBEMER R
BB

—BIARBEt R E A ARE 2,014,898 4,402,211
—BRRELEERARE 9,467 58,145

Sub-total NE 2,024,365 4,460,356
Gross balance of loans and advances to FEAE 17 48 Bf 7R 3% £ 78 B

customers that assessed for ERBRERER R

lifetime ECLs not credit-impaired B
— Overdue but not credit-impaired —EmHERELEEABE 52,730 98,947
Sub-total N 52,730 98,947
Gross balance of loans and advances BEFEPERER

to customers that are assessed for BREHREFR K

lifetime ECLs credit-impaired R ABER
— Overdue and credit-impaired —ERHAEBEEARE 293,050 408,992
Sub-total NN 293,050 408,992

Less: Allowances for impairment losses

(156,592) (290,837)

Net value

2,213,553 4,677,458
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

17 FINANCE LEASE RECEIVABLES

17 EWmEHRER

31 December 31 December

2020 2019
20204 20194
12A31H 12H31H
RMB’000 RMB’000
AR¥ETFT AR®FT
Finance lease receivables FE Y & &R 205,536 236,436
Less: Unearned finance lease income W AREIRBE W= (30,337) (32,314)
Present value of minimum finance lease =EmEHREWHE 175,199 204,122
receivables
Less: Allowance for impairment losses R B (66,987) (37,890)
Net balance FEE 108,212 166,232
(a) Ageing analysis: (a) BR#R 2 #7:

Finance lease receivables, unearned finance lease income EURMEHER ABHERE
and minimum finance lease receivables analysed by WRMHEEEREWKER

remaining period are listed as follows: BREIER B 4T -

At 31 December 2020 At 31 December 2019
120206127318 R2019F12 4318
Unearned Minimum Unearned Minimum
Finance lease finance lease finance lease  Finance lease  finance lease  finance lease
receivables income receivables receivables income receivables
ELmE FER BiERE EmE RER RERE
HER BEWE HEkzE HEH BENE BERFE
RMB’000 RMB’000 RMB’000 RMB 000 RMB 000 RMB 000
ARBTFT  AREFrT AREFT AREFT AREFT  AREFT
Less than 1 year INME 189,885 (28,027) 161,858 219,027 (29,961) 189,266
1 year o 2 years 16508 11,736 (1,732) 10,004 8,266 (1,130) 7,136
2 years to 3 years 26 BIF 3,915 (578) 3,337 7,182 (982) 6,200
3 years to 5 years 3FELE - - - 1,761 (241) 1,520
205,536 (30,337) 175,199 236,436 (32,314) 204,122
Less: Allowance for mpairment ~ J&i - B{E /& (66,987) (37,890)
losses

108,212 166,232
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B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

17 FINANCE LEASE RECEIVABLES

(CONTINUED)

(b) Impairment of finance lease receivables:

17 B BMERER (&)

(b) BUBMEHEERREER

At 31 December 2020

#2020F12H31H
Lifetime Lifetime
12-month ECL credit ECL credit
ECL Not impaired Impaired Total
BEFES  BETED
BEER BHER
AR12BR BEA-R¥E BEX-TDRE
BHEREX ERAE ERRE A%t
RMB’000 RMB’000 RMB’000 RMB’000
ARETE ARETT AREFT ARETZT
At 1 January R1A1H 523 - 37,367 37,890
(Reversal)/charge for the year KE(8E) /2 (308) - 29,405 29,097
At 31 December ®12A31H 215 - 66,772 66,987
At 31 December 2019
R2019F12431H
Lifetime Lifetime
12-month ECL credit ECL credit
ECL  Not impaired Impaired Total
BEFES BEFES
BRHER EHER
AR12BRA  BA-KBEE BA-BEE
EHEREX ERRE ERRE G
RMB'000 RMB'000 RMB'000 RMB'000
AREFT  AREFT ARETT ARETT
At 1 January M1A1H 1,478 - 28,231 29,709
Transfer to lifetime ECL EREARRETED (90) - 9 =
credit-impaired EHERBL-
AEEERRE
(Reversal)/charge for the year AEFHIRNED (865) = 9,046 8,181
At 31 December ®12A31H 523 - 37,367 37,890

31 4 Hanhua Financial Holding Co., Ltd.
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

18 INVESTMENTS IN SUBSIDIARIES

The following list contains only the particulars of subsidiaries
which principally affected the result, assets or liabilities of the

18 HMBLARANRE

TREINHBARERERKHE X
SENEXE BEXRABELATE

Group. TENMBRARMNGE-
Equity interest held by the Group
AEEFENRSER
Place and date At 31 At 31 Particulars of
of incorporation/  December December  Paid-in capital as at Principal
establishment 2020 2019 31 December 2020 activities
2RI R20208  R2019F  R2020512A31A
I ) 3t B 12A31H 12A31H BEWERHEE FTEXEK
RMB’000
AREFT
Chongging Hanhua Assets Chongging 100.00% 100.00% 500,000 Assets
Management Co., Ltd. 29 May 2007 management
(EERELEEEERARA) L BEERE
2007%5H29H
Chongging Hanhua Micro-credit Co., Ltd. Chongging 86.00% 86.00% 500,000 SME lending
(‘Chongqing Micro-credit’) 25 September 2008 RN EER
(EETHZE ) EEREREAARA) £
2008%F9A25H
Sichuan Hanhua Micro-credit Co., Ltd. Chengdu 85.711% 85.71% 700,000 SME lending
(“Sichuan Micro-credit’) 19 May 2009 RNREER
(msE EEFBRRAF) R
2009F5H19H
Hanhua Financing Guarantee Co., Ltd Chongaing 100.00% 100.00% 3,500,000 Financial
(BEREERBROBRAR) 19 August 2009 guarantee
1 BHEER
20098 H19H
Sichuan Small & Medium-sized Assets Chengdu 100.00% 100.00% 200,000 Assets
Management Co., Ltd. 21 October 2010 management
(IR HEEEEERAR) B BEERE
2010F10A21H
Tianjin Hanhua Micro-credit Co., Ltd. Tianjin 100.00% 100.00% 200,000 SME lending
(REREEEFERLDA) 29 June 2011 RNPEER
RE
201156 A298
Shenyang Financial and Commercial Shenyang 100.00% 100.00% 300,000 SME lending
Development District Hanhua Technology 30 September 2011 U
Micro-credit Co., Ltd. Lk
(IHELREERERBENR 2011497308

PNEERBRRA)
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

18 INVESTMENTS

IN SUBSIDIARIES

18 BB RARANRE (&)

(CONTINUED)
Equity interest held by the Group
AEEEEHREER
Place and date At 31 At 31 Particulars of
of incorporation/  December December  Paid-in capital as at Principal
establishment 2020 2019 31 December 2020 activities
/R R20206 20195 R2020F12A31H
BELE 128318 12H318 BHEANFE TEXH
RMB’000
ARETT
Chongging Huiwei Investment Co., Ltd. Chongging 100.00% 100.00% 400,000 Investment
(“Chongqing Huiwei’) 7 January 2013 consulting
(EEEMRERRAA) ) REEHA
201351 A7H
Beijing Hanhua Internet Technology Beijing 100.00% 100.00% 120,000 Technical
Co., Ltd. (‘Hanhua Internet’) 11 October 2013 consulting and
(ERBERERNEERAR) IR technical service
2013F10A 118 B R R
Guiyang Yunyan District Hanhua Guiyang 100.00% 100.00% 100,000 SME lending
Micro-credit. Co., Ltd. 10 April 2014 RNPEER
(BETERERE NEERERAR) BF
2014447108
Chongging Changjiang Financial Chongging 91.00% 91.00% 300,000 Financial
Factoring Co., Ltd. 1 July 2014 Factoring
(EERIGRREERAR) 1 SERE
201457R1H
Nanning Hanhua Micro-credit Co., Ltd. Nanning 100.00% 100.00% 150,000 SME lending
(RETHE)EEFERRA) 8 December 2011 RNEEER
2011%12A8H
Hanhua Internet Financing Services (Shenzhen) Shenzhen 100.00% 100.00% 60,000 Internet
Co., Ltd. (‘Hanhua Internet Financing’) 2 March 2015 Financing
(BETRALRRE ORI BRAF) I DB
2015F3A2H
Beijing Hanhua Management Consulting Beijing 100.00% 100.00% 5,000 Management
Co., Ltd. 20 July 2015 consulting
(ARBEEREABRAA) IR EREH
201547 A20H
Nanjing Hanhua Technology Micro-credit. Nanjing 95.00% 95.00% 100,000 SME lending
Co., Lid. (‘Nanjing Micro-credit’) 29 October 2014 hNREER
(ARTHERBNEERERAA) BR
2014F10A29A

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

18 INVESTMENTS IN SUBSIDIARIES
(CONTINUED)

18 BB R RANRE (&)

Equity interest held by the Group

AEERENREESR
Place and date At 31 At 31 Particulars of
of incorporation/  December December  Paid-in capital as at Principal
establishment 2020 2019 31 December 2020 activities

Ea A 20205
Bt 12A31H

R20195F H2020F12A31H
127318 BWERNHE FEER

RMB’000
ARETR

Hanhua Capital Investment Management Beijing 65.00% 65.00% 10,000 Investment

Co., Ltd. 25 December 2014 consulting

(BEEXREEEREBERRA) IR REEHA
2014F12H 2508

Shenzhen Hanhua Micro-credit. Co., Ltd. Shenzhen 100.00% 100.00% 300,000 SME lending

(RIpE ) EERERLR) 20 January 2016 RNPEER
Rl
20161 H20H

Heilongjiang Hanhua Internet Micro-credit Harbin 0.00% 100.00% = SME lending

Co., Ltd. 27 November 2014 RNREER
(REIHEIHB N EEREREELA) REE
2014F11A178

Liaoning Fu'an Financial Assets Management Shenyang 60.00% 60.00% 1,000,000 Assets

Ltd. (‘Fu’an AMC’) 9 May 2017 management

(REEReRMAEEREBRAA) L BEER
201745H98

Huiwei Hong Kong Holding Co., Ltd Hong Kong 100.00% 100.00% 77,999 Investment

(‘Huiwei HK”) 8 September 2015 consulting

(BHEBERERAR) &k REEHA
20155 9H8H

Hanhua Hong Kong Holdings Co., Ltd Hong Kong 100.00% 100.00% 8 Investment

(‘Hanhua HK”) 11 October 2012 consulting

(BERBERERAF) Bk REEHA
2012F10A11H

All of the above subsidiaries (exclusive Huiwei HK and Hanhua
HK) are companies with limited liability incorporated and
operated in the PRC. The English translation of the names of
these companies is for reference only. The official names of
these companies are in Chinese.

A LA EB AR (BT EMELE
MHEFE)ANFEIMRLSE
MERBEERAA -EMBARRRE
XEREHR2E-EMNBARMNIE
ABRAP R
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

18 INVESTMENTS

19

IN SUBSIDIARIES
(CONTINUED)

Pursuant to the resolution of the shareholder meeting of
Chongging Huiwei on 17 August 2020, the registered capital
of Chongqging Huiwei is increased from RMB250.0 million to
RMB400.0 million. The Group still hold 100% equity interest to
Chongqging Huiwei.

Pursuant to the resolution of the 2019 annual general meeting
of the Company held on 29 June 2020, the Group disposed
100% equity interests in Heilongjiang Hanhua Internet Micro-
credit Co., Ltd. at a total consideration of RMB358.8 million in
cash. Henceforth, Heilongjiang Hanhua Internet Micro-credit
Co., Ltd. is no long a subsidiary of the Company.

FINANCIAL ASSETS MEASURED AT FAIR

18 BB LA RANRE (&)

RIFEEBMIKEEER R R2020F
SA1THHMREEZ A AH EEEM
REBRARNBKRAE250.068 & T
ARBEEINEZA00.08 BT AR
E B A Z A A1 100%H) i% #

BB AN T R2020E6 A298 B #
R20190F EMRARERE A5 H
MRS T ANEERRETIHELD Y
NEEE AR A A100%8 7 - 48 %
BAARMKISESEE L thE 2
BEIBELDHRMANBEERBRA A
THEEARAMT AR -

19 UAREETEAHSBFA

VALUE THROUGH PROFIT OR LOSS EHERNERMEE
At At
31 December 31 December
2020 2019
1420204 20194
12831H 12H31H
RMB’000 RMB 000
AR¥FT AREFIT
Equity instrument: I THE:
— Listed -k 54,614 74,447
- Unlisted —3ELT 442,602 387,723
Debt instrument: (E =
— Unlisted —JELT™ 1,058,085 914,805
Non-performing asset packages (Note) TREEB (KiE) 580,524 435,553
2,135,825 1,812,528

Note:Non-performing asset packages are the distressed debt assets
acquired from financial institutions and non-financial institutions
by a subsidiary of the Company. The non-performing asset
packages mainly include bank loans, entrustment loans and
accounts receivable.

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

20 PROPERTY, PLANT AND EQUIPMENT 20 ¥ -BERRE
Other
properties
leased
Buildings Office for own
held for Motor and other Leasehold  Construction use carried
own use vehicles equipment improvements in process at cost Total
LEBRAN
BAR RENX HthEER
BEN EARE HitRE BRXM ERIR RAGHE L]

RMB'000 RMB'000 RMB000 RMB000 RMB 000 RMB'000 RMB'000
AEETT  ARETT ARETT  ARETZ  ARETT  ARETT  ARETZ

Cost: KA
At 1 January 2019 "201951A1H 455,530 29,842 66,720 120,296 61,576 41,358 775,322
Additions )l 645,340 2,322 1,747 71,201 4,064 23,075 747,749
Transfer in/{out) EYNECh - - 2,451 - (2,451) = =
Transfers to intangible assets EABHEE - - - - (30,331) = (30,331)
Disposals RE - (3,583) (6,671) - - = (10,254)
At 31 December 2019 R2019E127331H 1,100,870 28,581 64,247 191,497 32,858 64,433 1,482,486
At 1 January 2020 1202051818 1,100,870 28,581 64,247 191,497 32,858 64,433 1,482,486
Additions )l - 4 1,953 - 4,799 30,948 37,704
Transfer in/{out) EYNGCh - - 979 = 79 = =
Transfers to intangiole assets BABVEE - - - - (35,791) - (35,791)
Disposals RE - (2,408) (5,420) - - - (7,828
At 31 December 2020 R2020E12731H 1,100,870 26,177 61,759 191,497 887 95,381 1,476,571
Accumulated depreciation: ZEE:
At 1 January 2019 #2019F1A1R (63,927 (22,370) (53,861) (92,441) - - (232,599
Charge for the year RERR (16,687) (1,337) (8,642) (8,925) - (29,446) (65,037)
Written back on disposals READ - 3,446 5,682 - - - 9,128
At 31 December 2019 and R2019E12A31A K

1 January 2020 20201718 (80,614) (20,261) (56,821) (101,366) - (29,446) (288,508)
Charge for the year REHR (34,559) (1,174) (8,353) (11,379) = (31,887) (87,346)
Written back on disposals RERD - 2,298 5,112 - - - 7410
NS Decomber2020  ROOOFRASIA (1519, 0e0T 600 07 - I3 (e
Net book value: EHFE:
At 31 December 2020 R2020E12A31H 985,697 7,040 1,697 78,758 887 34,048 1,108,127
At 31 December 2019 #2019E12731H 1,020,256 8,320 7,426 90,131 32,858 34,987 1,193,978
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B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

21 INTANGIBLE ASSETS 21 INTANGIBLE ASSETS
All intangible assets of the Group are software during the years REZE2020% K2019F12A831H 1
ended 31 December 2020 and 2019. FE AEBNMEEFEEAR
o
31 December 31 December
2020 2019
20204 20194

12A31H 12A31H
RMB’000 RMB’000
ARMFT ARETT

Cost AR
At the beginning of the year REA] 86,852 43,362
Additions AREIE N 37,646 43,590
Disposals RNFERE (140) (100)
At the end of the year RER 124,358 86,852
Less: Accumulated amortisation W REH e
At the beginning of the year REH] (16,034) (12,008)
Charge for the year REFHE (9,576) (4,102)
Written back on disposals B & 0 140 71
Attheendof theyear __ REX (25,470) (16,034)
Net book value BREFE
At the end of the year RER 98,888 70,818
At the beginning of the year REA 70,818 31,359

320 Hanhua Financial Holding Co., Ltd.
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

22 INTEREST IN ASSOCIATES 22 REIRERE-BELE
The following list contains only the particulars of material TRBHINEEHEDOENFES
associates, all of which are unlisted corporate entities whose EENEHAIELT AR EEE
quoted market price is not available: SHEHMERE-

Proportion of ownership interest

FE&ERLA
Place of Particulars of Group’s
Form of business incorporation issued and effective Held bythe  Heldbya
Name of associate structure and business paid-up capital interest ~ Company  subsidiary Principal activities
HELEEE BHER TELEY BA SEERER EEER  BEER TEEHK
000
T
Chongaing Fumin Bank Co., Ltd. Incorporated Chongaing 3,000,000 30% 30% = Banking
(EEERBARGERAR) REBRAHE BB ordinary shares RITE
LEk
Shandong Financial Assets Incorporated Jinan 200,000 30% 30% = Financial asset trading
Exchange Co., Ltd. RERAR ER ordinary shares services
(LREREERFFLERAR) LAk PREERHRE
All of the above associates are accounted for using the equity NWEBECETEAMHRRPIRAE
method in the consolidated financial statements. wmAZE -

Annual Report 2020
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

22 INTEREST IN ASSOCIATES (CONTINUED) 2 RIBRERE -BE DX
(4 )
Summarized financial information of the material associates BHEECENETE

reconciled to the carrying amounts in the consolidated financial

statements are disclosed below:

T

Chongging Fumin

MBEEREAS
4

HUBHRREEAEENFHORED

Shandong Financial

Bank Co., Ltd Assets Exchange Co., Ltd
ERERBRITROBRAA. LWRERMEERZPOERAA
2020 2019 2020 2019
20205 2019F 20205 20194
RMB’000 RMB 000 RMB’000 RMB 000
AREFT ARETFTT AREFT ABETFT
Gross amount of the associate K& tE¥MNAEHE
Total assets BEME 53,177,229 45,152,386 641,422 588,570
Total liabilities BREA (49,652,203)  (41,854,878) (422,458) (375,390)
Net assets FEE 3,525,026 3,297,508 218,964 213,180
Revenue LN 1,714,761 1,045,114 81,700 96,160
Total comprehensive income e Y g K 227,518 223,705 5,782 10,621
Reconciled to the Group’s AEBHBECERE
interest in the associate RBEx
Gross amount of net assets of HEhENFEE 3,525,026 3,297,508 218,964 213,180
the associate
Group’s effective interest AEBZBRL P ER 30% 30% 30% 30%
FEENS
Group’s share of net assets of AEBRBREPFTEN 1,057,508 989,252 65,689 63,954
the associate FEENE
Dividend from the associate BENBRE - - - 1,800
Carrying amount in the consolidated #18 % (> % E’\] RE/ 1,057,508 089,252 65,689 63,954

financial statements

REEE

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

RUBRERE-BE DK
(#&)

Aggregate information of associates that are not individually BRIEEBLERRNELZRN
material: T
2020 2019
20204 2019%F
RMB’000 RMB 000
AREFiT ARKEFT

Aggregate carrying amount of individually BB HRERPER 435,647 447,093

immaterial associates in the consolidated FEZHERTN

financial statements REEBELAR
Aggregate amounts of the Group’s share SEEHE A TP

of those associates’ Frit B & st 25
Losses from continuing operations REFELENEE (12,091) (13,975)
Total comprehensive income REWEEE (12,091) (13,975)

INTEREST IN JOINT VENTURES

Details of the Group’s interest in the joint venture, which is
accounted for using the equity method in the consolidated

financial statements, are as follows:

23 RRERE-—S& X%
B AN E M TEA SR & P I 25
ERENASOEREA NS
—F o

Proportion of ownership interest

FEE#EE L
Particulars of
Form of Place of issued and Group’s
business incorporation paid- effective  Held by the Held by a
Name of joint venture structure and business up capital interest Company subsidiary Principal activities
RELEER aBeER TELER RE  SEERER EERR BERR TEER
RMB’000
AREFr
Chongging Gongkang Enterprise Incorporated Chongging 20,000 50% - 50% Management consulting
Management Co., Ltd. BRAERAA EE  ordinary shares BEHH
(“Gong Kang") TRk

(EBAROCEXEBRARAR)

Gong Kang, the only joint venture in which the Group
participates, is an unlisted corporate entity whose quoted

market price is not available.

ERAEERE-—NAERE KR
E-RIFLTAR] EEAESERH
MISHE -
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

23 INTEREST IN JOINT VENTURES (CONTINUED) 23 RERERE-SELX(E)
Summarised financial information of Gong Kang and a HERNIMBEEBME RS G B 75 H®

reconciliation to the carrying amount in the consolidated EXEAEENHASHRENT

financial statements are disclosed below:

31 December

31 December

2020 2019
20204 20194
12831H 12H31H
RMB’000 RMB’000
AR¥TT ARMFTT
Gross amounts of Gong Kang HERASHE
Total assets BEE 994,002 715,555
Total liabilities HEE 1,079,752 783,234
Equity B &R (85,750) (67,679)
Included in the above assets and liabilities: BEREREEMEE:
Cash and cash equivalents HekREeEEY 34,834 65,124
Financial liabilities (excluding trade and TREBE(TEEESR 73,900 167,400
other payables and provisions) M FE AT SRIB R )
Revenue WA - -
Loss from continuing operations REBELCENER (16,937) (72,372)
Total comprehensive income RE W B R (16,937) (72,372)
Included in the above loss: BER LB L:
Interest and commission expenses FEFMEEZ W 95 54,496
2020 2019
20204 20194
RMB’000 RMB 000
ARETT AREFTT
Reconciled to the Group’s interest in AEEHAEEREN
Gong Kang EELES
Gross amount of Gong Kang’s net assets HEFEE (85,750) (67,679)
Group’s effective interests REEBEFR 50% 50%
Group’s share of Gong Kang's net assets rEBEZERNERFEENTE (42,875) (33,840)

Carrying amount in the consolidated
financial statements

HAEbENERENKREEE

D

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

24 GOODWILL 24 BHE
31 December 31 December
2020 2019
20204 20194
12A31H 12H31H
RMB’000 RMB’000
AR¥FT AREFIT
Cost R
At the beginning and the end of the year REF/R 11,190 11,190
Accumulated impairment losses: EtEERERK:
At the beginning of the year REF (1,470) (1,470)
Impairment loss BERMEEX - -
At the end of the year RER (1,470) (1,470
Carrying amount BREE
At the end of the year RER 9,720 9,720
At the beginning of the year REH 9,720 9,720

Impairment tests for cash-generating units containing

goodwill

Goodwill is allocated to the Group’s cash-generating units

(“CGU”) identified as follows:

EHENREELEEANRENR

BEEAKECINHNRSELSE

7T (CGU) D ECan T

31 December 31 December

2020 2019

20204 20194

12A31H 12H31H

RMB’000 RMB’000

AR¥®FT ARKFTT

Zhongli Insurance Sales Co., Ltd. (FFIRBIEEBR QA 9,720 9,720
(“Zhongli Insurance”)

Beijing Beiniu Techonlogy Co., Ltd. (UERE4BEBRAT) - -

(“Beijing Beiniu”)
9,720 9,720
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24 GOODWILL (CONTINUED)

Impairment tests for cash-generating units
containing goodwill (Continued)

On 6 February 2015, Hanhua Internet, a wholly-owned
subsidiary of the Company, acquired 100% equity interests
of Beijing Beiniu from its former shareholders at an aggregate
consideration of RMB1.5 million. Following the completion of
the transaction on 6 February 2015, Beijing Beiniu became
a wholly-owned subsidiary of Hanhua Internet. The excess
of the aggregate consideration over the net fair value of the
Beijing Beiniu’s identifiable net assets measured as at the
acquisition date, amounting to RMB1.5 million was recognized
as goodwill by Beijing Hanhua Internet. Based on the result of
the impairment testing, RMB1.5 million of impairment losses
on goodwill have been recognized in 2017.

On 31 August 2015, Hanhua Internet Financing, a wholly-
owned subsidiary of the Company, acquired 95% equity
interests of Zhongli Insurance from its former shareholders
at an aggregate consideration of RMB56.5 million. Following
the completion of the transaction on 31 August 2015, Zhongli
Insurance became a 95% non-wholly owned subsidiary of
Hanhua Internet Financing. The excess of the aggregate
consideration over the net fair value of Zhongli Insurance’s
identifiable net assets measured as at the acquisition date,
amounting to RMB9.7 million was recognized as goodwill by
Hanhua Internet Financing.

Hanhua Financial Holding Co., Ltd.
RESERPERAH
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(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

AIAARETTIIR)

24 % = (/lﬁ

EHENREELETHRENR
(4&)

R2015F2A86H  MERF (AR A
2EMBRAR B REFRRESR
SRR EE EE - XEIEREF100%
M TNEHEAARBIHEE
T B2015F2 A6H I R B K A
IEBHERENE2EHB AR WE
R RBFAHRFEEAAEE
EREREE1ISAEL Rt EBE
MEREERARERBEE -ER
WEBISER 2017EYEHETIRT
158 BILRE

MR2015%48A31H  BEL B (K
NAIEENBRR) P FRE R
REFREEREDE XEPARR
95% 1 A% 1 - ) F= B B 48 Uk BE AR R (R
R E A ARMS6.58 B L 52015
F8HA31HA A FIRKR K &8 5 5 5
WeBNIFELEWNBAR RERFZ
FRREHIRRFEEAAEES
REFEEI7TAEE L BHESD B
HRAEHE -
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

GOODWILL (CONTINUED)

Impairment tests for cash-generating units containing
goodwill (Continued)

The recoverable amount of the CGU is determined based
on value-in-use calculations. These calculations use cash
flow projections based on financial budgets approved by
management covering a five-year period. Cash flows beyond
five-year period are extrapolated using an estimated weighted
average growth rate, which is consistent with the forecasts
included in industry reports. The growth rates used do not
exceed the long-term average growth rates for the business in
which the CGU operates. The cash flows are discounted using
a discount rate, which reflects specific risks relating to the
acquired subsidiaries.

INTEREST-BEARING BORROWINGS

The interest-bearing borrowings were repayable as follows:

24

25

BE (&)

EHENREELETHRENR
(#&)

[(ReELE T ARMKRESHEERA
MAMEEFEMR & EERD
ReneRERBIENYRKAF
BenEAE  BROFHRNE
EMAIREZIT RS AR — W E
REETMEFEFE - ZIBRED
BATERATFHERE -FE -7
(O] Y 5 BB 1R BE 5 [ AR 2 FE | e O 37 3R
KFHRBE -

ER=SEEA
AEERRERARANAT :

31 December 31 December

2020 2019

20204 20194

12831H 12H31H

RMB’000 RMB’000

AR¥TFT AR¥FT

Within 1 year 1F AR 2,619,286 3,008,106
After 1 year but within 2 years 1FEZB2F 1,726,891 1,289,278
After 2 years but within 5 years 2F E5F 584,328 903,704
After 5 years 5% LA 171,661 755,908
Interest payables &7 B 60,587 49,273
5,162,753 6,006,269
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B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

25 INTEREST-BEARING BORROWINGS (CONTINUED) 25 GHEEXR (&)

The interest-bearing borrowings were secured as follows: FFEEFRERARITAOT

31 December 31 December
2020 2019

20204 20194
12H31H 12H31H
RMB’000 RMB’000
AR®FiT ARKEFTT

Bank loans (Note (i) |ITE (M)
— Unsecured IR 252,395 573,323
- Secured by properties of the Group —REBEYEER 174,618 184,181
(Note (ii)) (K 73i))
— Secured by other assets of the Group —AEBEHMEELR 370,000 591,350
(Note (iii)) (B a2 (i)
- Guaranteed by third parties —EREXK 153,000 220,000
950,013 1,568,854
Other loans (Note (iv)) E A& (A it ) 2,882,813 2,788,623
Other interest-bearing liabilities (Note (v)) Ear B aE (M) 1,269,340 1,599,519
5,102,166 5,956,996
Interest payables FETFILE 60,587 49,273
5,162,753 6,006,269
Notes: B it
()  All of the Group’s bank loans are subject to the fulfiment of () FBEASEMNRITEREARTES

covenants commonly found in lending arrangements with
financial institutions. If the Group was to breach the covenants,
the loans would become payable on demand. The Group
regularly monitors its compliance with these covenants. Further
details of the Group’s management of liquidity risk are set out in
Note 37(c). At 31 December 2020 and 2019, none of covenants
relating to the bank loans had been breached.

(i)  The bank loans are secured by the Group’s buildings held for (i)
own use. The aggregate carrying value of the secured properties
amounted to RMB346.4 million as at 31 December 2020 (2019:
RMB359.3 million).

Hanhua Financial Holding Co., Ltd.
RESERPERAH
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REHTE BHRBEREREREE K
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37(c) e 2020F12019F 12318 -
HEENER -
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Notes to the Consolidated Financial Statements

(Expressed in RMB’000 unless otherwise indicated) (Bk X & 5

25 INTEREST-BEARING BORROWINGS (CONTINUED)

(i) The bank loans are secured by receivables for factoring business
owned by the Group. The aggregate carrying value amounted to
RMB461.7 million as at 31 December 2020 (31 December 2019:
RMB607.7 million).

(iv) Other loans bear interest at various interest rate, which are
repayable no later than 31 December 2022.

(v The Group issued trust plans of RMB312.7 million at
31 December 2020 (31 December 2019: RMB758.9 million)
to finance for SME business, and the Group acquired all the
interests of the subordinated tranches of the trust plans and the
Group provided financial guarantee against the investors that
required the senior tranches (see Note 43).

The remaining other interest-bearing liabilities represents third
party investors’ interest of RMB956.6 million (31 December 2019:
RMB840.6 million) in the consolidated structured entities (see
Note 43).

26 DEBTS SECURITIES ISSUED

B OB IS HRR M

BRTIEIN ABRRRAAREFTIIR)

25 FTERER (&)

(iif) %ﬁﬁg m$%lﬁﬁM§%%
T8 3 E o PA20205F12 8318 -
ﬁ%%@ WJEE%?%/\EM%L?EF%
JC (201912 A31HE D Bl B AR #
607.7EETT) °

vy EMEZOFEERHTR HEBEAR
2022F 12 A31HEE -

(v) EZE2020F12A318 K& E T
T3127TEB TAREMNERITE
(2019%12A318 : 75898 B L) A
RN EERRE  AEBWETE
A EARBONEBES  ~NEH
MELIBFIBHOMREERETH
R

EMMEMATBEERTE= E&
BEEGHEBLERBPHOERS
956.6%%73)\&%(2019@12%31
(Eir)s;m.@ﬁ%ﬁ/\ﬁﬁ%) (5Bt =%
43) ) o

26 EfNES

31 December 31 December

2020 2019

20204 20194

12HA31H 12H31H

RMB’000 RMB’000

AR¥EFITT AR TFT

Fixed rate corporate bonds 202046 A B #i &Y Note - 1,426,231

maturing in June 2020 BEMEAGES B it

Interest payables R B - 45,043

At the end of the year HAR #4258 - 1,471,274
Note: Biat -

Fixed rate corporate bonds with nominal value RMB1,500.0 million and
a term of five years were issued on 10 June 2015. The coupon rate is
6.10% per annum. The Group has an option to increase the coupon
rate for the remaining duration at the end of the third year. After the
Group announce whether to increase the coupon rate, the investors
have an option to redeem all or part of the debts held at the nominal
amounts. On 10 June 2018, the Group increased the coupon rate to
6.90% per annum for the remaining duration and redeemed RMB72.8
million of the bonds.

On 10 June 2020, the Group has repaid the bond with all remaining
balance.

R20156F6 A10B B ITHEEFM R AR
A(HEEARYEI 0088 T HR A
HA - S TH F K 56.10% - NE B E S
RKELAZEMAERNBEZR - EAEED
ERELAZEAERE REEATUAERK
AEEZRAEEDAMENE B ES -
2018F6A10H A EE RIA HIR MW Z
HHRREEEEFF6.90% WER 7728
BBETARBNES-

IHtHH
i T

b

R E B R2020F6 100 B EZEH KA
BRIEREREE -
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

27 FINANCIAL ASSETS SOLD UNDER
REPURCHASE AGREEMENT

27 BEHOBEEMEE

31 December 31 December
2020 2019

20204 20194
12H31H 12H31H
RMB’000 RMB’000
AR¥FrT AREFIT

Beneficial rights of loans and advances to BWER UKz e 17,000 17,000
customers
Beneficial rights of receivables for JE UG AR B TR UK 25 4 144,700 308,897
factoring business
Interest payables FEATFE 4,147 5,058
165,847 330,955

Details of the carrying values of underlying assets of financial
assets under repurchased agreement are set out in Note 16(a)

and Note 15.

28 PROVISIONS FOR GUARANTEE LOSSES

BEHOESREENAREEREE
1B B R B FE16(a) M B EE(15).

28 ERBEERS

31 December 31 December
2020 2019

20204 20194
12A31H 12H31H
RMB’000 RMB’000
AR®FiT ARKEFTT

As at 1 January F 1] 371,159 376,515
Reversal for the year REFE (12,535) (5,356)
As at 31 December FR 358,624 371,159

Hanhua Financial Holding Co., Ltd.
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

CUSTOMER PLEDGED DEPOSITS 29

Customer pledged deposits refer to deposits received from
customers as collateral security of the credit guarantee issued
by the Group. These deposits are interest-free, and will be
returned to customers after the guarantee contracts expire.

FARES

FARBEZEATFPAKRHNRES -
PMERA S B HERMIERER -
HEReRES WHRERSLE

MERERP -

ACCRUALS AND OTHER PAYABLES 30 EFFRHEMEMSRK

31 December 31 December

2020 2019

20204 20194

12A31H 12H31H

RMB’000 RMB’000

AR¥TFT AREFTT

Other payables b FE T 5R0R 340,309 496,613

Financial liabilities measured at amortised cost LA S A2 LA E 340,309 496,613
Accrued staff cost JRE {1 B T 5

— Salaries, wages, bonuses and other benefits ~—T & - #8& B & 52,714 62,695
HbraF

Value-added tax and other surcharges payable — 3&{&E %% K E b fff fn & 13,580 6,136

Withholding individual income tax payable TBHEREAMSH 4,364 4,733

Receipts in advance TBULER R 30,382 9,652

Total &t 441,349 579,829
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

31 LEASE LIABILITIES

31 HEEE

At 31 December 2020
2020F12A31H

At 31 December 2019
2019912 A31H

Present Present
value of the Total value of the Total
minimum minimum minimum minimum
lease lease lease lease
payments payments payments payments
RIEHEE REHE H=EHAE HEHEE
FTRERE TREE NRERE B
RMB’000 RMB’000 RMB'000 RMB'000
AR¥EFT ANR¥FrT AREFT ARETT
Within 1 year 1R 16,632 17,424 23,138 23,921
After 1 year but within 2 years 1226 9,597 9,773 6,925 7,621
After 2 years but within 5 years 2354 7,249 7,346 2,533 3,001
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 16846 17,119 = 9458 10622
33,478 34,543 32,596 34,543
Less: total future interest expenses  J& : AR A B X H & 58 (1,065) (1,947
Present value of lease liabilities HEAGERE 33,478 32,596

32 EQUITY SETTLED SHARE-BASED
TRANSACTION

Chongaing Huitai Company Limited (“Huitai”) was established

32 UESEENRG N

EEEZFREARAA([ZFR]RE

as the Group’s vehicle for implementing a share-based
incentive scheme (the “Share Incentive Scheme”) to provide
share incentive to the senior management of the Group. On
20 June 2013 (the “Grant Date”), details of the Share Incentive
Scheme were finalized under which 15 directors, supervisors
and senior management of the Company (the “Grantees”) were
granted entitlement to shares of the Company through their
equity interests in Huitai (the “share awards”) at a discounted
price. The share awards would vest in installments on a
monthly basis over the 8-year service period from 1 January
2013 to 31 December 2020. When a Grantee terminates
his/her employment with the Group, any unvested portion
of benefits will be reallocated to the remaining Grantees in
proportion to their then respective interests in Huitai.

Hanhua Financial Holding Co., Ltd.
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

32 EQUITY SETTLED SHARE-BASED 32 URZEENRGD T (F)
TRANSACTION (CONTINUED)

Huitai held 7.88% of the equity interests of the Company on ERGETH EFRFEARLQRT.88%
the Grant Date for the purpose of the Share Incentive Scheme R #E - 25 A N AR BT &) - &2
and did not carry out any other business. RRABEBHEBEMEMER-
(a) The terms and conditions of the grants are as (a) ¥ TIEB WM R &4
follows: T €
Number of

Instruments  Vesting conditions

BROBE TREGH

Awards granted to directors and B TEF M EFMHH
SUPervisors:
—on 20 June 2013 —12013%F6A20H 193,918,615  Every month from
1 January 2013 to
31 December 2020
201341 A1 H £2020%
12431 B 8y & (@ A w B Al
EISHEE® KRG,
Awards granted to employees: & T & & BIAR D
—on 20 June 2013 —1R2013%F 6 A20H 76,351,233  Every month from
1 January 2013 to
31 December 2020
201341 A1 H £2020%F
12431 B 8y & (@ A w B A
BEISHEEN KRG,

Total share awards granted BT R0 BE 270,269,848
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

32 EQUITY SETTLED SHARE-BASED 32 LIERSEENRD X (&)

TRANSACTION (CONTINUED)

(b) REHBBENFIGITHEM

(b) The number and weighted average exercise

prices of share awards are as follows: T
2020
20204

Weighted
average Number of
exercise price shares
FIHITRE BROEE

(RMB)

(AR¥)
Outstanding at the beginning of the year F LTI 0.42 270,269,848
Granted during the year KEET -
Exercised during the year REFTHE -
Outstanding at the end of the year FERBETEIN 270,269,848
Exercisable at the end of the year FRAITHE 270,269,848

(c) ROHBENIAABERRR

(c) Fair value of share awards and assumptions

The fair value of services received in return for share
awards granted is measured by reference to the fair value
of share awards granted. The Company accounts for
the Share Incentives Scheme on the basis of the pool of
shares granted rather than treating the individual Grantee
as the unit of account. The fair value of the total pool of
shares is measured at the Grant Date with the non-vesting
condition effectively ignored for valuation purposes.
Subsequent forfeitures and reallocations would have no
effect on the accounting treatment and the measurement
of share awards granted to management. The estimate
of the fair value of the share awards granted is measured
based on a Cox-Ross-Rubinstein Binomial Pricing model.
The contractual life of the share awards is used as an
input into this model.

Hanhua Financial Holding Co., Ltd.
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B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

32 EQUITY SETTLED SHARE-BASED 32 URZEENRGD T (F)

TRANSACTION (CONTINUED)

c) ROHMENAABERRR

(c) Fair value of share awards and assumptions

(Continued) (%)
2020 2019
2020 2019%F
Fair value at measurement date (RMB) AFTEHBNAREE 1.77 1.77
(AR®)
Share price (RMB) RITRE (ARE) 2.26 2.26
Exercise price (RMB) ITREER (AR®) 0.53 0.53
Expected volatility (expressed as weighted A% {B T8 515 ) =R 64.3% 64.3%
average volatility used in the modelling ( BACox-Ross-Rubinstein
under Cox-Ross-Rubinstein Binomial BinomialtE 7Y B 38 A /)
Pricing model) NEFHERBER)
Option life (expressed as weighted average i # #) & X HA 7.53 years 7.53 years
life used in the modelling under ( LACox-Ross-Rubinstein
Cox-Ross-Rubinstein Binomial Pricing Binomialt% Y F7 38 A 7Y
model) IEFEHREBART)
Expected dividend yield FEET A 1.3% 1.3%
Risk-free interest rate (based on Exchange 4@ & &I & 1.45% 1.45%

Fund Notes) (REBINEE S EIE)

The expected volatility is based on the historic volatility REBTEBEEERELIKE

(calculated based on the weighted average remaining life
of the share awards), adjusted for any expected changes
to future volatility based on publicly available information.
Expected dividends are based on historical dividends.
Changes in the subjective input assumptions could
materially affect the fair value estimate.

Share awards were granted under a service condition.
This condition has not been taken into account in
the grant date fair value measurement of the services
received. There were no market conditions associated
with the share awards grants.

(LA DN F BT H e {0 HivE
MR RHIRESER)  ERAH
AIEEREMEARRET R F
EMAEMNERETAR -
HARSCN) = 2 0 52 RN 888 - 8
ABENELEHRAABENMG
FRELEBEARE-

Befn HAME = £ IR IR 1T N IR T
H-ERTENAAEBEFESR
RE BIE BRI - sz B B
W RIS R
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

33 INCOME TAX IN THE CONSOLIDATED 33 HREHEBMRARNWAAEH
STATEMENTS OF FINANCIAL POSITION

(@) Movements in current taxation in the (a) BNEARIIERE OFH AR TR
consolidated statement of financial position are #gEMT
as follows:

31 December 31 December
2020 2019

20204 2019%F
12A31H 12H31H
RMB’000 RMB’000
AR¥FT AREFIT

Balance of income tax payable FHUEZFS T AT 221,249 193,393
at the beginning of the year
Provision for income tax on the estimated £ 3% {i 51 & 49 54 B 46,970 158,371
taxable profit for the year (Note 6(a)) BRETIRMASHER
(M1 3%6(a)
Income tax paid during the year REBBNFTEE (99,792) (130,515)
Balance of income tax payable FRERFTIGT 4R 168,427 221,249

at the end of the year

Hanhua Financial Holding Co., Ltd.
MESEZERBERIE
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (B X E S B FTiE5N - AE AIAA R FTIIR)

IN THE CONSOLIDATED

STATEMENTS OF FINANCIAL POSITION
(CONTINUED)

(b)

(c)

Deferred tax assets and liabilities recognized:

The components of deferred tax assets/(liabilities)
recognized in the consolidated statement of financial
position and the movements during the year are as
follows:

33 #H

V]

& BT BRI R 09 A 5 B

(b) EERBELFEHREERER

7 R A BB TR R R
BIEFERAR, (%) EE
REESBMT :

Deferred tax
Deferred tax assets liabilities
BEFMEHEE BEREHAR
Fair value Fair value
adjustments adjustments
Provisions  on financial on financial
Provisions for for guarantee assets assets
impairment  Accrued staff lossesand  measured at measured at
Deferred tax arising from: EEHEELR: losses cost accruals fair value Total fair value Net
UAREE NAREE
GTREHEE FTREHEE
KUHERE FTAEH FAEH
BERE Eft ek BENAR BENAR
BARG RIFEM AWERR EEEY i EEZY B8
RMB 000 RAMB 000 RMB 000 RMB 000 AMB 000 RAMB 000 RMB 000
AREFT  AREFT  AREFT  AREFT  AREFT  AREFT  AREFI
At 1 January 2019 2019%1A1A 420,932 191 86,940 9,240 517,303 (12,299) 505,004
Recognized to the consolidated statement A #BRRER 15,030 (73) (4,615) 6,476 16,818 11,047 28,765
of profit or loss (Note 6/3)) (Wri6)
At December 31, 2019 and 2019F12A318 435,962 118 82,325 15,716 534,121 (352) 533,769
January 1, 2020 2020F1A1A
Recognized to the consolidated statement ~ RAHBRERHER (45,736) 30 (21,735) 18,811 (48,630) 185 (48,445)
of profit or loss (Note 6/3)) (Wizt6)
At 31 December 2020 2020F12A318 390,226 148 60,590 34,527 485,491 (167) 485,324
Deferred tax assets not recognized (c) RERWELFMEBHEE

In accordance with the accounting policy set out in Note
1(p), the Group has not recognized deferred tax assets in
respect of cumulative tax losses of RMB1,512.0 million
(2019: RMB1,467.8 million) at 31 December 2020, as it
is not probable that future taxable profits against which
the losses can be utilized will be available in the relevant
tax jurisdiction and entity. The tax losses incurred by the
Company and its subsidiaries in the PRC will expire in five
years since initial occurrence under current tax legislation.

R AR R M 31 (o)) & 5T SR -
ARAR R AR LR TE R &Y
HRESTT AN ENEREERLN
RREFRAE  HAEE R AR
Al £ 3£2020F 12 A31H A &
SFA i EE A ARE1,512.0
BHETT (2019F 5 A R#1,467.8
AEL)ERELEMSHEE-
RIEBRITHE AR REE AR
FFRARIBEERMAIRIIEESE
BHRELEBNAFRNEE-
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

34 CAPITAL, RESERVES AND DIVIDENDS 34 EX RFERERE
(a) Movement in components of equity (a) ERIEEEH
The reconciliation between the opening and closing of TEEFYIRFERSHE NGRS
each component of the Group’s consolidated equity is B HREHIINE R R ER
set out in the consolidated statements of changes in BER - AQNABUERIEE A
equity. Details of the changes in the Company’s individual FUEFRNEHFHBHI WO
components of equity between the beginning and the end ™

of the year are set out below:

(Accumulated

losses)/

Share Share Capital Surplus Retained
capital premium reserve reserve earnings Total

AARER/
RA& R RE EERDE BHOR ROBAE Ch
RMB000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000

ANREFT ANEEFT ANREFT ANEEFT ANEEFT ANEEFT
Note 34(c) Note 34(d)fi) Note 34(d)fi)  Note 34(diii)
H3t34(c) Ht##34()) Hataqe)i) B4 ()i

Balance at 1 January 2019 2019F1B1B NERE 4,600,000 1,091,555 466,538 110,567 (139,301) 6,129,359

Changes in equity for 2019: 2019F MR 2E

Profit for the year and total Fla kA KaEE - - - - 224,840 224,840
comprehensive income

Appropriation to surplus reserve ROBHARE - - - 24,627 (24,627) -

Equity-settled share-based payment  bA#E 4 & H) ik 17 X - - 13,828 - - 13,828

Balance at 31 December 2019 and 2019F12A31H K 4,600,000 1,091,555 480,366 135,194 60,912 6,368,027
1 January 2020: 20201 1A MBE:

Changes in equity for 2020: 20205 MEZRE:

Profit for the year and total FhERGE N RAE - - - - 368,819 368,819
comprehensive income

Appropriation to surplus reserve REOABAE - - - 43,903 (43,903) -

Equity-settled share-based payment  JA#E 54 & £k 1 1+ - - 4,515 - = 4515

Balance at 31 December 2020 2020512A31 B WEREE 4,600,000 1,091,555 484,881 179,097 385,828 6,741,361

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (B&

34 CAPITAL, RESERVES AND DIVIDENDS
(CONTINUED)

(b)

(c)

(d)

Dividends

In accordance with the resolution of the Company’s
board of directors meeting held on 31 March 2021, the
proposed dividends appropriations for the year ended
31 December 2020 are as follows:

— Declare cash dividends to all shareholders of
RMB138.0 million representing RMBO0.30 per 10
shares before tax.

The profit appropriation resolution mentioned above has
yet to be approved by the company’s shareholders’
meeting.

No dividend was declared for the year ended

31 December 2019 in accordance with the resolution of
the shareholders’ meeting held on 26 May 2020.

Share capital

The share capital was issued and fully paid.

Nature and purpose of reserves
(i) Share premium

The share premium represents the difference
between the par value of the shares of the Company
and capital proceeds received from the issuance of
the shares of the Company.

BRXE S

BRTIEIN ABRRRAAREFTIIR)

34 EX -RERKRE (#)

(b)

(c)

(d)

R B

KR NDNAN2021E3831BE =
& & 2 sp it

= Eﬂ&%uﬁzkﬂ ZIX _JZOZO$
BN RMT :

- RAE2BERREERSKRE

HF10M Ik A R ¥0. Sfc(ﬁé
Al - HEFARE1.38B T

ERFES RS REFARBR
RRe#tE-

R 5202055 A26 8 B B B IR &
Kekz #HZE2019F12A31H
IHEFEEREMBE -

[ES
A B EITMBUE °
BELEEREN
() KmE
RO gEEREARFRNDE

BEEFITARBRMD MG
IR HRZE -
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

34 CAPITAL, RESERVES AND DIVIDENDS
(CONTINUED)

(d) Nature and purpose of reserves (Continued)

(ii) Capital reserve

The capital reserve mainly comprises the following:

the cumulative net change in the fair value of
financial assets measured at fair value held at
the end of the reporting period and is dealt with
in accordance with the accounting policies in
Note 1(k)(i);

the portion of the grant date fair value
of unexercised share options granted to
employees of the Company that has been
recognized in accordance with the accounting
policy adopted for share-based payments in
Note 1(0).

(iii) Surplus reserve

The surplus reserve represents statutory surplus
reserve fund. The Company is required to
appropriate 10% of its net profit as determined
under the Accounting Standards for Business
Enterprises and other relevant requirements issued
by the Ministry of Finance of the PRC after making
good prior year’'s accumulated loss, to the statutory
surplus reserve fund until the reserve fund balance
reaches 50% of its registered capital.

Hanhua Financial Holding Co., Ltd.

BESEROERDIT

34 EX -REERKRE (&)

(d) REEERBEN (&)

(i)

(iii)

BEXRDE
BAREEETNIISA:
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

34 CAPITAL, RESERVES AND DIVIDENDS
(CONTINUED)

(d) Nature and purpose of reserves (Continued)

(iv) General reserve

(v)

Pursuant to relevant regulations, the subsidiaries
engaged in credit guarantee business are required to
set aside a general reserve through appropriations of
profit after tax according to 10% of its profit after tax
as determined under the Accounting Standard for
Business Enterprise and other relevant requirements
issued by the Ministry of Finance of the PRC after
making good prior year’s accumulated loss to cover
potential losses against their assets.

While subsidiaries engaged in providing a range
of loan and services to the small sized and micro
enterprises (“SME enterprises”) are required to set
aside a general reserve through appropriations of
profit after tax according to a certain provision ratio
of the ending balance of gross risk-bearing assets
to cover potential losses against their assets. In
principal, the general reserve balance should not be
lower than 1.0% of the ending balance of gross risk-
bearing assets.

Exchange reserve

Foreign exchange differences arising from activities
of Huiwei Hong Kong Holding Limited and Hanhua
Hong Kong Holdings Limited (accounted in HK
dollars) are recognized as “exchange reserve” in the
shareholder’s equity in the consolidated statement of
financial position.
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34 CAPITAL, RESERVES AND DIVIDENDS
(CONTINUED)

(e) Capital management

The Group’s primary objectives when managing capital
are to safeguard the Group’s ability to continue as a going
concern, so that it can continue to provide returns for
equity shareholders and benefits for other stakeholders,
by pricing products and services commensurate with
the level of risk and by securing access to finance at a
reasonable cost.

The Group actively and regularly reviews and manages its
capital structure to maintain a balance between the higher
equity holder/shareholders returns that might be possible
with higher levels of borrowings and the advantages and
security afforded by a sound capital position, and makes
adjustments to the capital structure in light of changes in
economic conditions.

There were no changes in the Group’s approach to capital
management during the years ended 31 December 2020
and 2019.

Particularly for guarantee and credit loan operation,
the Group monitors regularly the residual balance of
outstanding guarantees or/and credit loans for single
customers and multiples of the total outstanding
guarantees or/and credit loans in relation to paid-in/share
capital of companies in the Group engaging guarantee
or/and credit loan business respectively, so as to keep
the capital risk within an acceptable limit. The decision
to manage the share capital of companies in the Group
to meet the needs of developing guarantee or/and credit
loans business rests with the directors.

Hanhua Financial Holding Co., Ltd.
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Notes to the Consolidated Financial Statements

B OB IS HRR M

(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

NON-CONTROLLING INTERESTS 35 FiEHIMER
31 December 31 December
2020 2019
20204 20194
12H31H 12A31H
RMB’000 RMB’000
ANR#ETT AEEFT
Fu’an AMC FEELCRMEEEE 473,404 444,841
BRAR]
Sichuan Micro-credit )z BEERERA A 95,852 104,304
Chongaing Micro-credit E)ﬁ /N E R 90,081 90,248
EREXAR
Others ) 44,275 36,571
703,612 675,964
SEGMENT REPORTING 36 7IME

The Group manages its business by business lines. In a
manner consistent with the way in which information is
reported internally to the Group’s most senior executive
management for the purposes of resource allocation and
performance assessment, the Group defines reporting
segments based on the following operating segments:

Partnership finance business

Based on the Group’s operation network across the country,
this segment mainly provides integrated financial services
and solutions to a range of small sized and micro enterprises
(“SME enterprises”). These services include credit guarantee
business and capital business (capital business mainly includes
accounts receivables for factoring business, bill discount
business, and entrusted loans), financial assets management,
and other services.
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36 SEGMENT REPORTING (CONTINUED)

SME lending

With the Group’s microfinance companies established in
Chongqing, Chengdu, Tianjin, Shenyang, Nanning, Guiyang,
Nanjing and Shenzhen as its networks, this segment provides
micro, distributed and integrated financial services and
solutions to small and individual business proprietors and
individual clients.

Capital investment and management

This segment provides capital investment services to a range
of SME enterprises that have growth potential and value, by
utilization of fund under their ownership and raising funds
through cooperation with external institutions.

Others

This segment represents the aggregation of other business
lines and the operational results that undertake management
functions of the headquarters and cannot be completely
divided into any of the above segments.

(a) Segment results, assets and liabilities

For the purposes of assessing segment performance
and allocating resources between segments, the Group’s
senior executive management monitors the results, assets
and liabilities attributable to each reportable segment on
the following bases:

Segment assets include all tangible, intangible assets and
current assets with the exception of deferred tax assets.
Segment liabilities include all liabilities managed directly
by the segments.

Hanhua Financial Holding Co., Ltd.
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36 SEGMENT REPORTING (CONTINUED) 36 ZEWE (&)

DEAE BEERKE (H)

(a) Segment results, assets and liabilities (Continued) (a)

Revenue and expenses are allocated to the reportable
segments with reference to revenue generated by those
segments and the expenses incurred by those segments
or which otherwise arise from the depreciation or
amortization of assets attributable to those segments.

Internal charges and transfer prices are determined with
reference to market rates and have been reflected in the
performance of each segment.

The Group has further restructured the assessment and
management on business segments and optimized the
resource allocation at Group level during the reporting
period. The Group has integrated guarantee and entrusted
loan business, and factoring business into Partnership
finance business, separated Capital investment and
management from others.
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

36 SEGMENT REPORTING (CONTINUED) 36 DEBIERE (&)

(@) Segment results, assets and liabilities (Continued)

(@ 2WAB - BEEREE (&)

Year ended 31 December 2020

2020%12431H
Capital
Partnership investment
finance and
business SME lending management Others Total
BHrLR BAXRER #FREIE
XBER FEXHK EEER £BAH A&t
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBFT  ARETT  AREFT  ARETT AREFR
Net guarantee and consulting R B ##HEFRA 528,026 = = = 528,026
fee income
Net interest and handling fee ~ FIE R FEEFUA,/ 214,811 378,401 11,919 (177,008) 428,123
income/(expense) (%)
Reportable segment income/ A EMA /(i) 742,837 378,401 11,919 (177,008) 956,149
(expense)
Net trading gains/(losses) DMhEEEYFERS 115,380 (30,927) 32,770 (45,116) 72,107
Net foreign exchange gain B 5 E e - - - (120) (120)
Other net income = NS 86,125 7,955 12,263 (29,401) 76,942
Operating income S ON 944,342 355,429 56,952 (251,645) 1,105,078
Share of profits of associate Bt EWR 7,147 - (3,892 54,645 57,900
Reversal for guarantee losses BRI EREFEEE S 12,535 - - - 12,535
Impairment losses BERERX (224,263) 52,687 6,796 (33,173) (197,953)
Operating expenses EEX (273,381) (154,613) (7,930) (238,236) (674,160)
Reportable segment profit/ AEBAFE, (BK) 466,380 253,503 51,926 (468,409) 303,400
(losses) before taxation
Segment assets DHEE 8,368,921 2,263,005 844,035 2,902,320 14,378,281
Segment liabilities AHEE (3,743,968) (1,417,098) (964,667) (640,934) (6,766,667)

Hanhua Financial Holding Co., Ltd.
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36 SEGMENT REPORTING (CONTINUED) 36 ZEWE (&)
(a) Segment results, assets and liabilities (Continued) (a) 2HAE - BEEREE (F)
Year ended 31 December 2019
201912A31H
Capital
Partnership investment
finance and
business SME lending ~ management Others Total
B BARER @BREHE
E/ 3 FEEK BRER £BHH A&t
RMB'000 RMB 000 RMB'000 RMB'000 RMB’000

ARETT  ARETT AREETT ARETT ARETZT

Net guarantee and consulting ~ 1E{R & & FRA 610,730 - - - 610,730
fee income
Net interest and handling fee ~ FIE R FEEFWN,/ 266,522 496,336 16,617 (200,625) 578,850
income/(expense) (%)
Reportable segment income/ A EMA /(i) 877,252 496,336 16,617 (200,625) 1,189,580
(expense)
Net trading gains/(losses) NABEZYFER 65,623 - (8,297) (61,399) 927
Net foreign exchange gain B 53 W - - - 90 90
Other net income Hipg A58 20,686 6,792 12,022 4,617 44,117
Operating income BERA 963,561 503,128 25,342 (257,317) 1,234,714
Share of profits of associate & (> E Uiz (6,924) = 922 62,324 56,322
Share of losses of joint venture A& & (> £ 4tz (4,305) - - - (4,305)
Provisions for guarantee losses & B E{REE EEES 5,356 - - - 5,356
Impairment losses AERERL (7,926) (104,697) (4,761) 4,270 (113,114)
Operating expenses EET (337,229) (179,231) (8,020) (231,867) (756,347)
Reportable segment profit/ AEBFAFE,/ (BX) 612,533 219,200 13,483 (422,590) 422,626

(losses) before taxation

Segment assets )
Segment liabilities o

AE 9,971,293 3,941,942 601,097 2,478,459 16,992,791
afE (4,735,368) (2,128,626) (844,430) (1,905,532) (9,613,956)
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

36 SEGMENT REPORTING (CONTINUED)

(b) Reconciliation of reportable segment assets

36 o3

(b)

BER & (4&)
DEEENHEG

31 December 31 December

2020 2019
20204 20194
12A31H 12H31H
RMB’000 RMB’000
AREFT AREFIT

Assets BE
Reportable segment assets DEEE 14,378,281 16,992,791
Deferred tax assets BIEFTISHI A E 485,324 533,769
Consolidated total assets BEAR 14,863,605 17,526,560

37 FINANCIAL RISK MANAGEMENT AND FAIR

VALUES OF FINANCIAL INSTRUMENT

Exposure to credit, interest rate and liquidity risks arises in the
normal course of the Group’s business.

The Group’s exposure to these risks and the financial risk
management policies and practice used by the Group to
manage these risks are described below.

(@) Credit risk

Credit risk refers to the risk that a customer will default on
its contractual obligations resulting in a financial loss to
the Group. Credit risk is primarily attributable to unexpired
guarantee issued by the Group and financial assets
measured at amortized cost.

The maximum exposure to credit risk is represented by
the net carrying amount of each type of financial assets
as at the end of the reporting periods. Except for the
guarantee as disclosed below, the Group has no credit
risk arising from any other guarantee.

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(a) Credit risk (Continued)
Credit risk arising from guarantee business

The Group has taken measures to identify credit risks
arising from guarantee business. The Group manages
credit risk at every stage of the risk management system,
including pre-approval, review and credit approval and
post-transaction monitoring processes. The Group
conducts customer acceptance and due diligence by
business department and risk management department
during the pre-approval process. A transaction may be
subject to the review and approval of credit approval
officer, regional risk committee, deputy chairman and
chairman depending on the transaction size.

During the post-transaction monitoring process, the
Group conducts on-site inspection and ongoing post-
transaction reviews focusing on various aspects, including
but not limited to customers’ product markets, operating
income, assets and liabilities, cash flows from operating
activities to detect potential risks. The Group takes
proactive preventive actions based on the risk analysis
and design contingency plans accordingly.

When a certain number of clients undertake the same
business activities, stay in the same geographical
locations, or bear similar economic features for their
industries, their ability to fulfill contracts will be affected by
the same economic changes. Concentration of credit risk
reflects the sensitivity of the Group’s operating results to
specific industries or geographical locations. As the Group
mainly operates its businesses in the PRC, there exists
a certain level of geographical concentration risk for its
guarantee and loan portfolios in that it might be affected
by changes in the PRC economic conditions.

37 BEREEREBMIAND
REE(E)

(a)

ERAERR (&)
EREBELENEARR

AREE T AR M B B R %
BELNERER NEBEBE
BEREERERGE RS EER
MERRR EEERES &
B -ERELMERRKREDD RN
EAAKEZRIREH DR
RRERFETEPEARE
BESE-REXSNHREMNE -
RPpAEXHAGFEHBILA i
ERREZEE BXITFENRTIE
B2ENELR-

EREOG  AKE (2578
TRR)EFPEMME KE2H
AMEBEERERL EE2EHH
RenEFZEITEETEL
BMERFELG  KEREE
Bk A& ERER R DT E
78 4R & 7 86 45 B 3 3R 5T AR
M EEET S -

EETHENTERPETHERAD
EB%Ee BRAERMIEM
EXETERAARAUNEES
- P ENREDERER
—REZB2LONFE-ERAR
METRERRT ANEE XA
HREX-BETEHAMELEDN
FREE-ARAEEETEHRE
FEKERE HERIRER
HAERBEAE-—THEES
B B - I A] BB A R B AR R AR

WEEMXBTE -

Annual Report 2020
“BoBEFR

349



Notes to the Consolidated Financial Statements

B OB IS ERR I

(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

37 FINANCIAL RISK MANAGEMENT AND FAIR

VALUES OF FINANCIAL

(CONTINUED)

(@) Credit risk (Continued)

INSTRUMENT

Credit risk arising from guarantee business

(Continued)

The guarantees issued and outstanding are analyzed by

type as follows:

ERAER (&)

31 December

37 XEREERESBMIAND
REE(E)

BEREBELENEARR (&)

ERBPEREBEINNOT

31 December

2020 2019

20204 20194

12831H 12H31H

RMB’000 RMB’000

ARETFT AREFT

Traditional financing guarantees ERmEER 6,738,033 7,636,711
Bond guarantees BEHER 15,229,000 20,249,000
Financing guarantees R E R 21,967,033 27,885,711
Re-guarantee BER - (399,984)
Subtotal N 21,967,033 27,485,727
Performance guarantees B #I R 12,195,003 10,322,425
Litigation guarantees FEAER = 37,311
Maximum amount guarantee EREREE 34,162,036 37,845,463
Less: Customer pledged deposits B FARES (57,391) (92,518)
Net guarantee exposure FERE R 34,104,645 37,752,945

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(@) Credit risk (Continued)

Credit risk arising from financial assets measured
at amortized cost

The Group adopts the same pre-approval, review and
credit approval risk management system for credit risk
arising from financial assets measured at amortized
cost. During the post-transaction monitoring process,
the Group conducts a visit of customers within one
month after disbursement of loans and receivables, and
conducts on-site inspection on a semi-annual basis. The
review focuses on the use of loans and receivables, the
financial and operational conditions of the borrowers or
the progress of projects and status of the collateral.

The Group classifies financial assets measured at
amortized cost into three stages and makes provisions for
expected credit losses accordingly, depending on whether
credit risk on that financial instrument has increased
significantly since initial recognition.

The three stages are defined as follows:

Stage 1: A financial asset of which the credit risk has not
significantly increase since initial recognition.
The amount equal to 12-month expected credit
losses is recognized as loss allowance.

Stage 2: A financial asset with a significant increase in
credit risk since initial recognition but is not
considered to be credit-impaired. The amount
equal to lifetime expected credit losses is
recognized as loss allowance.
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(@) Credit risk (Continued)

Credit risk arising from financial assets
measured at amortized cost (Continued)

Stage 3: A financial asset is considered to be credit-
impaired as at statement of financial position
date. The amount equal to lifetime expected
credit losses is recognized as loss allowance.
Refer to Note 1(K)(ii) for the definition of credit-
impaired financial assets.

Significant increase in credit risk

The assessment of significant increase since initial
recognition in the credit risk is performed at least on a
quarterly basis for financial assets held by the Group.
The Group takes into consideration all reasonable and
supportable information (including forward-looking
information) that reflects significantly change in credit
risk for the purposes of classifying financial assets.
The main considerations are regulatory and operating
environment, internal and external credit risk gradings,
debt-servicing capacity, operating capabilities, contractual
terms, and repayment records. The Group compares the
risk of default of a single financial asset or a portfolio of
financial assets with similar credit risk characteristics as at
statement of financial position date and its risk of default
at the date of initial application to determine changes in
the risk of default during the lifetime of a financial asset
or a portfolio of financial assets. In determining whether
credit risk of a financial asset has increased significantly
since initial recognition, the Group considers factors
indicating whether the probability of default has risen
sharply, whether the financial asset has been past due for
more than 30 days (except micro-lending business, which
is 7 days), whether the market price has been falling to
assess deterioration.

Hanhua Financial Holding Co., Ltd.
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BXEBREMEN ARAAARETTIIR)

(Expressed in RMB’000 unless otherwise indicated) (B&

37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(a) Credit risk (Continued)
Impairment assessment

Generally, a financial asset is considered to be credit-
impaired if:

e |t has been overdue for more than 90 days;

o In light of economic, legal or other factors, the Group
has made concessions to a customer in financial
difficulties, which would otherwise have been
impossible under normal circumstances;

e  The customer is probable to be insolvent or carry out
other financial restructurings;

o Due to serious financial difficulties, the financial asset

cannot continue to be traded in an active market;

e  There are other objective evidences that the financial
asset is impaired.
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(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(@) Credit risk (Continued)

Description of parameters, assumptions, and
estimation techniques

Expect for the credit-impaired financial assets, expected
credit losses (“ECL”) is measured at an amount equal
to 12-month ECL or lifetime ECL depending on whether
a significant increase in credit risk has occurred since
initial recognition or whether an asset is considered to be
credit-impaired. ECL is the product of the Probability of
Default (“PD”), Loss Given Default (‘LGD”), and Exposure
at Default (‘EAD”), considering the time value of money.
Related definitions are as follows:

PD is the possibility that a customer will default on
its obligation within a certain period of time in light of
forward-looking information.

LGD is the magnitude of the likely loss if there is a default
in light of forward-looking information.

EAD refers to the total amount of on-and off-balance
sheet exposures in the event of default and is determined
based on the historical repayment records.

The assumptions underlying the ECL calculation, such
as how the PDs and LGDs of different maturity profiles
change are monitored and reviewed on a quarterly basis
by the Group.

There have been no significant changes in estimation
techniques or significant assumptions made during the
year.

Hanhua Financial Holding Co., Ltd.
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(@) Credit risk (Continued)

Description of parameters, assumptions, and
estimation techniques (Continued)

The impairment loss on credit-impaired assets applied
cash flow discount method, if there is objective evidence
that an impairment loss has incurred, the amount of the
loss is measured as the difference between the asset’s
gross carrying amount and the present value of estimated
future cash flows discounted at the asset’s original
effective interest rate. The allowance for impairment loss
is deducted in the carrying amount. The impairment
loss is recognized in the statement of profit or loss.
In determining allowances on an individual basis, the
following factors are considered:

e The sustainability of the customer’s business plan;

e  The customer’s ability to improve performance once
a financial difficulty has arisen;

e The estimated recoverable cash flows from projects
and liquidation;

e The availability of other financial support and the
realisable value of collateral; and

e  The timing of the expected cash flows.

It may not be possible to identify a single, or discrete
events that result in the impairment, but it may be
possible to identify impairment through the combined
effect of several events. The impairment losses are
evaluated at the end of each reporting period, unless
unforeseen circumstances require more careful attention.
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37 FINANCIAL RISK MANAGEMENT AND FAIR

VALUES OF FINANCIAL

INSTRUMENT

(CONTINUED)

(a)

(b)

Credit risk (Continued)
Forward-looking information contained in ECL

The calculation of ECL incorporates forward-looking
information. The Group has performed historical analysis
and identified the key economic variables, including
GDP, CPI, PMI, M2, Industrial Added Value and Real
Estate Climate Index, impacting ECL for each portfolio.
The impact of these economic variables on the PD and
LGD has been determined by performing statistical
regression analysis to understand the correlations among
the historical changes of the economic variables, PD and
LGD. Forecasts of these economic variables are provided
by the Group at least once per year and provide the best
estimate view of the economy over the next year.

When calculating the weighted average ECL, the
optimism, neutral and pessimism scenarios and its
weightings determined by a combination of macro-
statistical analysis and expert judgment are taken into
account by the Group.

Write-off policy

The Group writes off financial assets when it has
exhausted practical recovery efforts and has concluded
there is no reasonable expectation of recovery.

Interest rate risk

The Group is principally engaged in the provision of credit
guarantee, lending, factoring, finance lease and related
consulting services to SME enterprises in the PRC. Its
interest rate risk arises primarily from deposits with banks,
loans and advances to customers and interest-bearing
borrowings.

Hanhua Financial Holding Co., Ltd.
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(b) Interest rate risk (Continued)
(i) Interest rate profile

The following tables details the interest rate profile of
the Group’s assets and liabilities as at the end of the

Financial Statements

B OB IS HRR M

XEZBEN HERAARETTINR)

37 IBRABEERSBRIANA
REE (#)
(b) FIEE (&)
() FI=EBER

AEERFEREERAE
MM R E R

year:
31 December 31 December
2020 2019
20204 20194
12A31H 12A31H
RMB’000 RMB’000
ARETFT AREFT
Fixed interest rate JE FI| &
Financial assets SHEE
— Cash and cash equivalents —gEs 10,000 25,000
— Time and restricted bank deposits ~ —HABR 7E31& A A L #Y 2,099,118 2,054,387
TEHATE SR 7
RES
— Loans and advances to —BEWMERNBR 2,136,393 4,577,183
customers
— Receivables for factoring business ~ — JiE Ug (R I 5 1,253,087 1,675,067
— Finance lease receivables — YR E &K 108,212 166,232
5,606,810 8,497,869
Financial liabilities =R
— Interest-bearing borrowings —FrRERK (5,102,166)  (5,956,996)
- Financial assets sold under —BlOESHEE (161,700) (325,897)
repurchase agreement
- Debts securities issued —EfHEH - (1,426,231)
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, (5,263,866)  (7,709,124)
Net FER 342,944 788,745
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT

(CONTINUED)

(b) Interest rate risk (Continued)

(i) Interest rate profile (Continued)

(b)

37 XEREERESBMIAND
REE(E)

MRER (&)
() FEEERER (&)

31 December 31 December
2020 2019

20204 20194
12A31H 12H31H
RMB’000 RMB’'000
AR¥FT AREFIT

Variable interest rate FEPA K
Financial assets EMEE
- Cash and cash equivalents —EEEg 1,495,101 1,610,964
- Time and restricted bank deposits —HARR 72318 A A £/ 111,473 165,135
TE BATF 3R AE
RED
1,606,574 1,776,099
Financial liabilities THEAE
____~Interest-bearing borrowings AR - -
Net R 1,606,574 1,776,099

Fixed rate financial liabilities as a percentage [&E F X 4 &t & &5 42

of total financial liabilities

TREBENADLL

100.00% 100.00%

Hanhua Financial Holding Co., Ltd.
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(b) Interest rate risk (Continued)
(ii) Sensitivity analysis

At 31 December 2020, it is estimated that a general
increase of 50 basis points in interest rates, with all
other variables held constant, would have increased
the Group’s profit before taxation for the next 12
months by approximately RMB8.0 million (2019:
RMB8.5 million).

The sensitivity analysis above indicates the exposure
to cash flow interest rate risk arising from floating
rate non-derivative instruments held by the Group at
the end of the reporting period.

(c) Liquidity risk

Management regularly monitors the Group’s liquidity
requirements to ensure that it maintains sufficient reserves
of cash to meet its liquidity requirements in the short and
long term.
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(c) Liquidity risk (Continued)

The following tables provide an analysis of financial assets
and liabilities of the Group into relevant maturity groupings

37

HEEREEREHIAND
REE (&)

(C) /JlejJ'riﬂlh ({ﬁ)

RER AEEZEREENSE
BEEREABERSIHA DN

based on the remaining periods to repayment at the end wm
of the year:
At 31 December 2020
20205128318
Between Between
Repayable ~ Within three three months one year and More than
Indefinite  on demand months and one year five years five years Total
EHR EREE =EAMR =Z@EAZE-F -£ZIf% BENE /it
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AREFT ARETR AREFT ARETT ARETT AREFT ARETZT
Financial assets SHEE
Cash and cash equivalents EBES - 1,495,187 10,000 - - - 1,505,187
Time and restricted bank deposits  #3fR 7E3{E A LA £ #)E £ - 216,780 307,701 272,053 1,409,848 4,209 2,210,591
FRAFLRES
Trade and other receivables M R H A M 5 - 1,744,705 21,325 46,216 53,402 336 1,865,984
Receivables for factoring business  EUT{R3E 5 39,749 796 415,529 787,813 64,579 - 1,308,466
Loans and advances to customers i &7 2 2 3 200,190 82,384 173,126 1,062,472 695,171 210 2,213,553
Financial assets measured at fair AR 4 (B E*;Hﬁﬁiﬂ 1,624,022 511,803 - - - - 2,135,825
value through profit or loss SAEHEENEREE
Finance lease receivables ERREEER 96,582 - 1,243 2,147 8,240 - 108,212
Total A% 1,960,543 4,051,655 928924 2,170,701 2,031,240 4755 11,347,818
Financial liabilities SHAR
Customer pledged deposits BARES - 12,988 4,466 37,707 7,360 2,699 65,220
Interest-bearing borrowings STEER - - 633,194 2,046,810 2,311,149 171,600 5,162,753
Debts securities issued &S - - - - - - -
Financial assets sold under ElLEBEeREE - - 4,147 161,700 - - 165,847
repurchase agreement
Accruals and other payables FEST R E A B T - 227,563 112,746 - - - 340,309
Total A% = 240,551 754553 2,246,217 2,318,509 174299 5,734,129
Net FE 1,960,543 3,811,104 174,371 (75,516) (87,269) (169,544) 5,613,689
Guarantee issued RENBERR
Maximum amount guaranteed” ERERSE - - 5,927,031 9,866,468 17,249,217 1,061,929 34,104,645

360 Hanhua Financial Holding Co., Ltd.
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(c) Liquidity risk (Continued)

37 XEABREERSMIANA
REE (&)

(c) HE

Rk (&)

At 31 December 2019

2019F12A31H
Between three Between
Repayable on  Withinthree  months and  one year and More than
Indefinite demand months one year five years five years Total
RHR ERER ZfAMA =ZEAZ-F —%EZ1% AENE At
RMB'000 RMB000 RMB'000 RMB'000 RMB000 RMB'000 RMB'000
ARBFT  AREFT AREFLT AREFr AREFT AREFr AREFrT
Financial assets SHEE
Cash and cash equivalents ERES = 1,616,063 20,000 = = = 1,636,063
Time and restricted bank deposits  HIfR 7E3(E A b £ &) 5 - 247,780 606,794 848,124 514,141 2,683 2,219,522
FRAELRES
Trade and other receivables M T L PR R R - 1,270,508 222,671 85,297 44,395 65 1,622,936
Receivables for factoring business &M RIE 37,683 11,507 513,414 1,156,467 16,964 = 1,736,035
Loans and advances to customers % EH & 23 485,985 131,678 658,751 1,730,409 1,675,635 - 4,677,458
Financial assets measured at fair  WAA /4 BE;FEAHEH 1,143,416 669,112 - - = = 1,812,528
value through profit or loss FAAEHBEGENEREE
Finance lease receivables ERBERER 133,076 = 7,906 13,151 12,099 = 166,232
Total ast 1,800,160 3,946,648 2,024,536 3,833,448 2,263,234 2,748 13,870,774
Financial liabilities SRAE
Customer pledged deposits BARE - 16,666 14,860 39,965 18,244 2,783 92,518
Interest-bearing borrowings FEER = = 1,137,621 1,919,757 2,192,983 755,908 6,006,269
Debts securities issued ERESH - - 45,043 1,426,231 - - 1,471,274
Financial assets sold under BElmESRERE - 30,000 5,898 163,357 131,700 - 330,955
repurchase agreement
Accruals and other payables FERH R E MR - 352,107 144,506 - = = 496,613
Total ait - 398,773 1,347,928 3,549,310 2,342,927 758,691 8,397,629
Net BE 1,800,160 3,547,875 676,608 284,138 (79,693) (755,943) 5,473,145
Guarantee issued RUEMBELER
Maximum amount guaranteed® R LB £ B - 22,645 3,902,154 10,517,833 20,436,694 2,873,619 387,752,945

The maximum amount guaranteed represents the total
amount of liability less the amount of customer pledged
deposits should all customers default. Since a significant
portion of guarantee is expected to expire without being
called upon, the maximum liabilities do not represent
expected future cash outflows.

HWAAREFPEKN ERLRE
BHEREIMERESBREFA
REE BN BRE M HHE R
BT ERERBETEESRT
BWEENLRSBALTRREA
HARBESRHE -
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37 FINANCIAL RISK MANAGEMENT AND FAIR
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(c) Liquidity risk (Continued)

The following tables show the remaining contractual
maturities at the end of the reporting period of the
Group’s non-derivative financial liabilities, which are based
on contractual undiscounted cash flows (including interest
payments computed using contractual rates or, if floating,
based on rates current at the end of the reporting period)
and the earliest date the Group and the Company can be
required to pay:

37

AIAARETTIIR)

BHEREEREMIAND
REE (&)

(C) /JlejJ'riﬂlh (45)

AREE RARRREHRE R IE
TEERABRATRNARE
ERE (BRERARNEFTERN
ME MR FBHMKBNRRE
HIRMBITHNRFENNE) D
Flera K HAIR - LA KRR E SR AT
WE&FHBET:

2020 Contractual undiscounted cash flow

N00FAERRRERER
Between Between Carrying
Repayable Within  three months  one year and More than amount at
Indefinite ondemand three months  and one year five years five years Total 31 December
12A31H
EHR BiNEE =fANMA Z@RE-§& -£Z1% RERL A3 REEE
RMB'000 RMB’000 RMB'000 RMB’000 RMB’000 RMB'000 RMB’000 RMB’000

ARETT  AREFT  ARETT AREFT  AEEFr  ARETT AREFZ  AREFZ
Customer pledged deposits 7 ARE - 12,988 4,466 37,707 7,360 2,699 65,220 65,220
Interest-bearing borrowings ~ F B & TJ\ - - 719,046 2,088,425 2,395,348 171,722 5,374,541 5,162,753
Debts securities issued S - - - = = - - -
Financial assets sold under ,afd BESBEE - - 30,000 176,700 - - 206,700 165,847

repurchase agreement

Accruals and other payables  fE&T Rk E At fE (S 50 - 227,563 112,746 - - - 340,309 340,309
Total & - 240,551 866,258 2,302,832 2,402,708 174,421 5,986,770 5,734,129

2019 Contractual undiscounted cash flow

NIFRERARARRLR
Between three Between Carrying
Repayable Within monthsand ~ one yearand  More than five amount at
Indefinite ondemand  three months one year five years years Total 31 December
12A318
EHR ERER  ZHEANAN Z@RE-£ —FZR% RENE CH) FmEE
RMB000 RMB000 RMB 000 RMB000 RMB000 RMB000 RMB 000 RMB 000

AREFT  ARETT  ARETT  AREFrT  AREFTT  AREFrT  AREFT  ARETT
Customer pledged deposits AR - 16,666 14,860 39,965 18,244 2,783 92,518 92,518
Interest-bearing borrowings 7t {5 3 - - 1,180,781 2,085,373 2,424,041 838,372 6,528,567 6,006,269
Debs securities issued &S - - - 1,664,333 - - 1,664,333 1,471,274
Financial assets sold under B BB EHEE = 30,000 7,003 179,399 136,888 - 353,290 330,955

repurchase agreement

Accruals and other payables  fE&H R L it 508 - 352,107 144,506 - - - 496,613 496,613
Total = = 398,773 1,347,150 3,969,070 2,579,173 841,155 9,135,321 8,397,629

Hanhua Financial Holding Co., Ltd.
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37 FINANCIAL RISK MANAGEMENT AND FAIR

VALUES OF FINANCIAL

INSTRUMENT

(CONTINUED)

(d) Fair values measurement

(i)

Financial assets and liabilities measured at
fair value

Fair value hierarchy

The following table presents the fair value of the
Group’s financial instruments measured at the end of
the reporting period on a recurring basis, categorized
into the three-level fair value hierarchy as defined
in HKFRS 13, Fair value measurement. The level
into which a fair value measurement is classified
is determined with reference to the observability
and significance of the inputs used in the valuation
technique as follows:

° Level 1 valuations: Fair value measured using
only Level 1 inputs i.e. unadjusted quoted prices
in active markets for identical assets or liabilities
at the measurement date

° Level 2 valuations: Fair value measured using
Level 2 inputs i.e. observable inputs which
fail to meet Level 1, and not using significant
unobservable inputs. Unobservable inputs are
inputs for which market data are not available

e |level 3 valuations: Fair value measured using
significant unobservable inputs

37 BEREEREBMIAND
REE(E)

BARBEEFENSHE
EREE

A% BEER

TREHIAEHEZEREME
HEERNBFERRFEALR
EEABUMEHREENF13
FIAABEAEI AT
M=ErAEBEEEBRLE
MERTAAAREBE AR
BEFEN=EERS A
T2 E/ETEMBNE
ABENABEREERE
EHEBTEMAT:

e FIBXRMFEME:RER
F1E R & A& (R
Rl —&EXBERG
E A A S BT 5 R
BRRKHERE)

ENRAREE

o F2ERfHE: AR
B R ABUE (BIREE
e ERVEN IR
BARE) R TNRAE
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(Expressed in RMB’000 unless otherwise indicated) (B X & B B 5o - 95

37 FINANCIAL RISK MANAGEMENT AND FAIR 37
VALUES OF FINANCIAL INSTRUMENT
(CONTINUED)

(d) Fair values measurement (Continued)

(i) Financial assets and liabilities measured at
fair value (Continued)

Fair value hierarchy (Continued)

The Group has a team headed by the finance
manager performing valuations for the financial
instruments, including the unlisted debt instrument,
listed and unlisted equity instrument, and non-
performing asset packages. The team reports directly
to the chief financial officer and the audit committee.
A valuation report with analysis of changes in fair
value measurement is prepared by the team at each
interim and annual reporting date, and is reviewed
and approved by the chief financial officer. Discussion
of the valuation process and results with the chief
financial officer and the audit committee is held twice
a year, to coincide with the reporting dates.

AIAARETTIIR)

BHEEREEREMIAND

%
BEFENEHE
8E (&)

DA BEEX(E)

AEBHRA - EHMBKL
BREZEK BERD
MIA(BFEFLTES
TA - EHMIEEMARA
ERMIREER)ETH
B -ZEGEERMBREE
ARBFZEERE -FAR
REEFEEHONMH
BRETHEERE S H
NEEHRERAPRR W H
Bt 75 48 B2 25 B [\ HE U - B BX
EERENERTFR
MHERERBEARZESE
TTEW//\DTEH’L\/\‘EE%?F;&%E/HI@
REF—E -

Fair value at
31 December Fair value measurements as at
12A31H 31 December 2020 categorised into
ANREE 2020F12831BAAEESE
2020 Level 1 Level 2 Level 3
2020 HE—ER FER F=ER
RMB’000 RMB’000 RMB’000 RMB’000
AE¥TFT AEBF AREFT  ARET7
Recurring fair value REMALEENE
measurements
Financial assets: SREE
Debt instrument BHKITA
Listed il - - - -
- Unlisted LW 1,058,085 - - 1,058,085
Equity instrument: BHRIA
- Listed iakii} 54,614 54,614 - -
- Unlisted E gy 442,602 - - 442,602
Non-performing asset TREER 580,524 - - 580,524
packages measurement
financial assets:
Total GE 2,135,825 54,614 - 2,081,211
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37 FINANCIAL RISK MANAGEMENT AND FAIR 37 MKEREEREMIANA

VALUES OF FINANCIAL INSTRUMENT REE (&)
(CONTINUED)
(d) Fair values measurement (Continued) (d AAEBEFE (&)
() Financial assets and liabilities measured at () BAAEBEFENESHE
fair value (Continued) EREE (&)
Fair value hierarchy (Continued) D EEEX(E)
Fair value at
31 December Fair value measurements as at
12A31H 31 December 2019 categorised into
AREE 2019F12A31B DA BESE
2019 Level 1 Level 2 Level 3
2019F F-EBR E-ER EZER

RMB 000 RMB 000 RMB'000 RMB'000
ARETET  ARETT ARETT ARETRT

Recurring fair value REHQAAEETE
measurements
Financial assets: TREE
Debt instrument; BHKIA
- Unlisted FEm 914,805 = = 914,805
Equity instrument: BHRIA
- Listed L 74,447 74,447 = =
- Unlisted FEm 387,723 = = 387,723
Non-performing asset TREER 435,553 - - 435,553
packages
Total B 1,812,528 74,447 = 1,738,081
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37 FINANCIAL RISK MANAGEMENT AND FAIR 37 MEBREEREMIANA

VALUES OF FINANCIAL INSTRUMENT REE (F)
(CONTINUED)
(d) Fair values measurement (Continued) (d AAEBEFE (&)

(i) Financial assets and liabilities measured at (i)
fair value (Continued)

Fair value hierarchy (Continued)

The movement during the year in the balance of
Level 3 fair value measurements is as follows:

BARBEAENERE
EREE (H)

D EEEX(E)
HEOERA R BEBES
REIRE BT
31 December 31 December
2020 2019
20204 20194

12A31H 12H31H
RMB’000 RMB’000
ARETRT ARETT

At 1 January ®1A1H 1,738,081 1,462,772
Payment for purchases e 755,762 708,342
Net unrealised gains or losses AERBRERNREIRFE (27,747) (40,900)
recognised in profit or loss BEES
during the year
Proceeds from sales & o (384,885) (392,133)
At 31 December M12A318 2,081,211 1,738,081

During the years ended 31 December 2020 and
2019, there were no transfers into or out of Level 3

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

37 FINANCIAL RISK MANAGEMENT AND FAIR

VALUES OF FINANCIAL

INSTRUMENT

(CONTINUED)

(d) Fair values measurement (Continued)

(i)

(i)

Valuation of financial instruments with
significant unobservable inputs

Financial instruments valued with significant
unobservable inputs are primarily the unlisted debt
instrument, unlisted equity instrument, and non-
performing asset packages, which are classified
under fair value hierarchy at level 3 financial
instruments. These financial instruments are valued
based on a combination of market data, internal
valuation models and valuation report, if any, issued
by an independent licensed valuer. The models
incorporate various non-observable assumptions
such as discount rate reflecting specific risks relating
to the financial instruments and average volatilities
for the related business, etc.

Fair values of financial assets and liabilities
carried at other than fair value

The carrying amounts of the Group’s financial
instruments carried at cost or amortized cost are
not materially different from their fair values as at
31 December 2020 and 2019.

37
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(Expressed in RMB’000 unless otherwise indicated) (B X & S B8N BEBIAARE T3 R)

38 COMMITMENTS 38 KiE
(a) Capital commitments outstanding at (a) M2020F12A31H I Kk R B
31 December 2020 not provided for in the BHRERPRIUNEREEED
financial statements were as follows: T

31 December 31 December
2020 2019

20204 20194
12A31H 12H31H
RMB’000 RMB’000
AR¥FT AREEFT

Commitments in respect of purchase of ERFIME BE K&E
property, plant and equipment
— Contracted for REA R 1,918 5,504

39 MATERIAL RELATED PARTY TRANSACTIONS 39 EXREBIRS

(a) Transactions with key management personnel (a) BAEEEABEHH
remuneration

31 December 31 December
2020 2019

20204 20194
12H31H 12H31H
RMB’000 RMB’000
AR®FiT ARKEFTT

Key management personnel remuneration  BE#E 18 A B ¥ (/#/:2() 28,837 37,263
(Note ()))

Notes: Hat

() Remuneration for key management personnel of the Group () AEBENBEREEABTFMEER
includes amounts paid to the Company’s directors as MaF7THEENS N TFARBIESENG
disclosed in Note 7 and the highest paid employees as HRARM BN E=FTMA L
disclosed in Note 8.

(i)  All the balances with key management personnel are iy FMEBEREEAEFHNNLEHRAN
included in ‘staff costs’ (see Note 5(a)). BB R R B (R MIEE5()) ©

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

39 MATERIAL RELATED PARTY TRANSACTIONS
(CONTINUED)

39 EXRBLIRS (&)

(b) Transactions with related parties other than key

(b) EERRREREEASUIINEE

management personnel FRENRS
2020 2019
20204 2019%F
RMB’000 RMB’000
ARETFT AREFIT
Guarantee and consulting fee income EREZRHERA 21,242 5,301
Re-guarantee expenses BEREH (775) (1,506)
Interest and handling fee income FERFEEWA 152,250 135,189
Interest and handling fee expense FERFEEL N (45,287) (30,876)
Acquisition of debt instrument BEERE 232,740 106,363
Acquisition of non-controlling equity W B B B A B FE 15 AR AR 4 - 55,000
interests in subsidiaries
Additions of interest-bearing borrowings T E BRI R 538,000 430,000
Decrease of interest-bearing borrowings FTEEFUR AR (460,000) (162,000)
Additions of financial assets sold under ELXCESREEIL NG - 131,700
repurchase agreement
Decrease of financial assets sold under BEXOBEemEERSRE - (131,550)
repurchase agreement
Additions of other receivables I8 H A e W R IE 171,593 205,774
Decrease of other receivables W 2] L b, & YRR (235,824) (134,511)
Additions of other payables 378 L b JE 5 SRR 122,974 68,614
Decrease of other payables D H A e FRIB (116,738) (96,187)
Addition of loans and advances to BERERRBR 84,500 220,000
customers
Repayment of loans and Ug 01 & 5% & B 5k (208,280) (31,000)
advances to customers
Providing guarantee HIMER 1,128,860 695,160
Releasing guarantee MR PR AR (965,820) (149,330)
Other revenue E Ak A 1,811 2,735
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39 MATERIAL RELATED PARTY TRANSACTIONS 39 EXEBAERS (&)

(CONTINUED)
(c) Balances with related parties other than key (c) HERREAREEABSUINNNEE
management personnel FRENREREEEBRAN
thEE

31 December 31 December
2020 2019
20204 2019%F
12A31H 12H31H
RMB’000 RMB’000
AR¥FT AREFT

Assets BE
Cash and cash equivalents (Note 12(a)) BES (Hit12a) 573,573 384,135
Time and restricted bank deposits HARR 1E31E A WA & HifE sk H1 65,972 29,568

FHRES
Trade and other receivables JE UG Ke E A L FRIE 304,864 369,095
Loans and advances to customers BEMERLER 117,587 241,367
Financial assets measured at fair value AR BEAEEHEEZEHTA 20,345 19,790
through profit or loss EHEENEREE

Liabilities BE
Interest-bearing borrowings FTEER 508,000 430,000
Financial assets sold under repurchase EHREcRMEER 131,700 131,700

agreement
Accruals and other payables FE T N H A FE S 5UIE 24,141 17,905
Off balance sheet FINFETE

Outstanding guarantee HIMELR 923,870 760,830

Hanhua Financial Holding Co., Ltd.
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40 COMPANY-LEVEL STATEMENT OF FINANCIAL

40 B2 FMBMRR K

POSITION
31 December 31 December
2020 2019
20204 20194
12831H 12A31H
RMB’000 RMB’000
ARYEFT AREFIT
Assets EE
Cash and cash equivalents EEEe 21,729 1,331
Trade and other receivables JE UG Re A R LK SRIE 1,470,835 869,113
Interest in associate REIREIRE B EDE 1,127,742 1,057,800
Investments in subsidiaries RERERE KB QR 8,177,250 8,107,253
Property, plant and equipment Y% BB MEE 2,470 4,027
Intangible assets B EE 1,703 =
Total assets WEE 10,801,729 10,039,524
Liabilities =
Interest-bearing borrowings FFEER 188,000 =
Accruals and other payables FEET R EL B A 5RIB 3,872,368 2,245,266
Debts securities issued B ES - 1,426,231
Total liabilites ~~ ~~ ~~ ~~ #&8@& 4060868 3671497
NET ASSETS BEEZFE 6,741,361 6,368,027
CAPITAL AND RESERVES B HE
Share capital f% AR 4,600,000 4,600,000
Reserves & 2,141,361 1,768,027
TOTAL EQUITY EEAE 6,741,361 6,368,027

Approved and authorized for issue by the board of directors on

31 March 2021.

Name: Zhang Guoxiang

Position: Chairman of the Board

RE
EFETE

Name: Ren Weidong
Position: Chief Financial Officer
EARR
BEEABE

KEEZHERBEER2021F3H31
B )3 -

(Company stamp)

ARENE
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41 ACCOUNTING JUDGEMENTS AND ESTIMATES

Note 32 and Note 37 contains information about the
assumptions and their risk factors relating to fair value of
share awards granted to directors, supervisors and senior
management of the Company and financial instruments. Other
key sources of estimation uncertainty are as follows:

(a)

Impairment of financial assets measured at
amortised cost

The Group reviews portfolios of financial assets measured
at amortized cost to assess whether any impairment
losses exist and the amount of impairment losses if there
is any indication of impairment. Objective evidence for
impairment includes observable data indicating that there
is a measurable decrease in the estimated future cash
flows for financial assets measured at amortized cost. It
also includes observable data indicating adverse changes
in the repayment status of the debtors, or change in
national or local economic conditions that causes the
default in payment.

The impairment loss for financial assets measured at
amortized cost using the expected credit loss model
is subjected to a number of key parameters and
assumptions, including the identification of loss stages,
estimates of probability of default, loss given default,
exposures at default and discount rate, adjustments for
forward-looking information and other adjustment factors.
The expected credit losses for financial assets measured
at amortized cost are derived from estimates whereby
management takes into consideration historical data, the
historical loss experience and other adjustment factors.
Historical loss experience is adjusted on the basis of the
relevant observable data that reflect current economic
conditions and the judgment based on management’s
historical experience. Management reviews the
selection of those parameters and the application of the
assumptions regularly to reduce any difference between
loss estimates and actual loss.

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (FR X E BB T8N HEBIUAREF TIIR)

41 ACCOUNTING JUDGEMENTS AND ESTIMATES
(CONTINUED)

(b)

(c)

Impairment of long-lived assets

If circumstances indicate that the carrying amount of a
long-lived asset may not be recoverable, the asset may
be considered “impaired”, and an impairment loss may
be recognized in accordance with accounting policy for
impairment of long-lived assets as described in Note 1(n)
(ii). The carrying amounts of long-lived assets are reviewed
periodically in order to assess whether the recoverable
amounts have declined below the carrying amounts.
When such a decline has occurred, the carrying amount is
reduced to recoverable amount. The recoverable amount
is the greater of the fair value less costs to sell and the
value in use. In determining the value in use, expected
future cash flows generated by the asset are discounted
to their present value, which requires significant judgment
relating to the level of revenue and amount of operating
costs. The Group uses all readily available information in
determining an amount that is a reasonable approximation
of the recoverable amount, including estimates based on
reasonable and supportable assumptions and projections
of the level of revenue and amount of operating costs.
Changes in these estimates could have a significant
impact on the carrying value of the assets and could
result in additional impairment charge or reversal of
impairment in future periods.

Depreciation and amortisation

Property, plant and equipment and intangible assets are
depreciated and amortized using the straight-line method
over their useful lives after taking into account estimated
residual value. The useful lives and residual value are
regularly reviewed to determine the depreciation and
amortization costs charged in each reporting period. The
useful lives are determined based on historical experience
of similar assets and the estimated technical changes. If
there is an indication that there has been a change in the
factors used to determine the depreciation, the rate of
depreciation is revised.

41 SEHHEES TG (&)

(b)

(c)
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41 ACCOUNTING JUDGEMENTS AND ESTIMATES
(CONTINUED)

(d) Provisions for guarantee losses

(e)

The Group makes reasonable estimate on costs
required to fulfil the relevant obligation of guarantee
contracts when the Group computes the provisions of
guarantee losses. Such estimation is made based on the
available information as at the balance sheet date and is
determined by the Group’s practical experience, taking
into consideration of industry information and market
data.

Tax

Determining income tax provisions involves judgment on
the future tax treatment of certain transactions. The Group
carefully evaluates the tax implications of transactions and
tax provisions are set up accordingly. The tax treatment of
such transactions is reconsidered periodically to take into
account all changes in tax legislation. Deferred tax assets
are recognized for tax losses not yet used and temporary
deductible differences. As those deferred tax assets
can only be recognized to the extent that it is probable
that future taxable profits will be available against which
the unused tax credits can be utilized, management’s
judgment is required to assess the probability of
future taxable profits. Management's assessment is
constantly reviewed and additional deferred tax assets
are recognized if it becomes probable that future taxable
profits will allow the deferred tax assets to be recovered.

Hanhua Financial Holding Co., Ltd.
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(Expressed in RMB’000 unless otherwise indicated) (B&

42 POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS ISSUED
BUT NOT YET EFFECTIVE FOR THE YEAR
ENDED 31 DECEMBER 2020

Up to the date of issue of these financial statements, the
HKICPA has issued a number of amendments and a new
standard, HKFRS 17, Insurance contracts, which are not yet
effective for the year ended 31 December 2020 and which
have not been adopted in these financial statements. These
developments include the following which may be relevant to
the Group.

BRXE S

B OB IS HRR M

BRTIEIN ABRRRAAREFTIIR)

42 AEBE2020F12A31HLLFE

E BB & R A KBS ET - #
HEARBENEEE

HEHEUBREOTIZBEH 5
Eﬁ%“AE%%yﬁﬁﬁimm
F12A31BIEFEHARERNBERRE
B R R AW AR RS R— B

HH— (BFEAEHRE LR L1175
{% N\IZIH>> L/{T{ EIT—_I- ‘E‘EZ’SE.

sl

Effective for accounting
periods beginning on or after
FAAT B HA Sk LA 1% B 46 B9
&5 B A R

Amendments to HKFRS 3,

FREMBREERFBIRIER

January 1, 2022

Reference to the Conceptual Framework [2REBSIELR] 202291 H1H
Amendments to HKAS 16, Property, Plant and ~ &AB &5t B FE1658 &3] January 1, 2022
Equipment: Proceeds before Intended Use EZE R E SR 20221 A1H
TEE A &AW Es ]
Amendments to HKAS 37, Onerous Contracts &S &t ¥R $3755 (85T January 1, 2022
— Cost of Fulfilling a Contract [EE&548— Eh'?@mﬁﬁd 202251 H1H
Annual Improvements to BB 75 i 2 R January 1, 2022
HKFRSs 2018-2020 Cycle 2018-2020%F 8 B 1 £F /& B 20221 A1H

The Group is in the process of making an assessment of what
the impact of these developments is expected to be in the
period of initial application. So far it has concluded that the
adoption of them is unlikely to have a significant impact on the
consolidated financial statements.

AEBEZEFFHLFBIETHE

%%%ﬁ%ﬁ%%@*ﬁ%%ﬁm

B.-245 AEBRAEKBAULEER
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43

44

45

CONSOLIDATED STRUCTURED ENTITY

The Group has consolidated structured entities which issued
trust plans of RMB312.7 million at 31 December 2020
(81 December 2019: RMB758.9 million). The Group acquired
all the interests of the subordinated tranches of the trust
plans and the Group provided financial guarantee against the
investors that required the senior tranches.

The Group has consolidated structured entities which initiated
partnerships of RMB956.6 million at 31 December 2020
(81 December 2019: RMB840.6 million).The Group has the
right to variable returns from its involvement and has the ability
to affect its returns through its power over the entity and the
Group provided financial guarantee against the limited liabilities
partners that required the fixed returns.

As at 31 December 2020, the above structured entities
consolidated by the Group amounted to RMB1,269.3 million
(81 December 2019: RMB1,599.5 million).

The relevant activities of the structured entities are directed
by means of contractual arrangement and the entity has been
designed so that voting or similar rights are not the dominant
factor in deciding who has control. These structured entities
are consolidated as the Group is exposed or has the right to
variable returns from its involvement with these entities and
has the ability to affect its returns through its power over the
entity.

COMPARATIVE FIGURES

Certain comparative figures have been adjusted to conform
to current year’s presentation and to provide comparative
amounts in respect of items disclosed for the first time in 2020.

SUBSEQUENT EVENTS

According to the resolution of the Company’s board of
directors meeting on 31 March 2021, the details of dividends
appropriation is set out in Note 34(b).
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